AUTHENTICATED , 
US. GOVERNMENT 
INFORMATION ^ 


THE UNITED NATIONS OIL-FOR-FOOD PROGRAM: 
SADDAM HUSSEIN’S USE OF OIL ALLOCATIONS 
TO UNDERMINE SANCTIONS AND THE UNITED 
NATIONS SECURITY COUNCIL 


HEARING 

BEFORE THE 

SUBCOMMITTEE ON 
OA^RSIGHT AND INA^STIGATIONS 

OF THE 

COMMITTEE ON ENERGY AND 
COMMERCE 

HOUSE OF REPRESENTATDH]S 

ONE HUNDRED NINTH CONGRESS 
FIRST SESSION 


MAY 16, 2005 


Serial No. 109-29 


Printed for the use of the Committee on Energy and Commerce 



Available via the World Wide Web: http://www.access.gpo.gov/congress/house 








THE UNITED NATIONS OIL-FOR-FOOD PROGRAM: 
SADDAM HUSSEIN’S USE OF OIL ALLOCATIONS 
TO UNDERMINE SANCTIONS AND THE UNITED 
NATIONS SECURITY COUNCIL 


HEARING 

BEFORE THE 

SUBCOMMITTEE ON 
OA^RSIGHT AND im^STIGATIONS 

OF THE 

COMMITTEE ON ENERGY AND 
COMMERCE 

HOUSE OF REPRESENTATDH]S 

ONE HUNDRED NINTH CONGRESS 

FIRST SESSION 

MAY 16, 2005 

Serial No. 109-29 

Printed for the use of the Committee on Energy and Commerce 



Available via the World Wide Web: http://www.access.gpo.gov/congress/house 


U.S. GOVERNMENT PRINTING OFFICE 
21-637PDF WASHINGTON : 2005 


For sale by the Superintendent of Documents, U.S. Government Printing Office 
Internet: bookstore.gpo.gov Phone: toll free (866) 512-1800; DC area (202) 512-1800 
Fax: (202) 512-2250 Mail: Stop SSOP, Washington, DC 20402-0001 




COMMITTEE ON ENERGY AND COMMERCE 


JOE BARTON, Texas, Chairman 


RALPH M. HALL, Texas 
MICHAEL BILIRAKIS, Florida 
Vice Chairman 
FRED UPTON, Michigan 
CLIFF STEARNS, Florida 
PAUL E. GILLMOR, Ohio 
NATHAN DEAL, Georgia 
ED WHITFIELD, Kentucky 
CHARLIE NORWOOD, Georgia 
BARBARA CUBIN, Wyoming 
JOHN SHIMKUS, Illinois 
HEATHER WILSON, New Mexico 
JOHN B. SHADEGG, Arizona 
CHARLES W. “CHIP” PICKERING, 
Mississippi, Vice Chairman 
VITO FOSSELLA, New York 
ROY BLUNT, Missouri 
STEVE BUYER, Indiana 
GEORGE RADANOVICH, California 
CHARLES F. BASS, New Hampshire 
JOSEPH R. PITTS, Pennsylvania 
MARY BONO, California 
GREG WALDEN, Oregon 
LEE TERRY, Nebraska 
MIKE FERGUSON, New Jersey 
MIKE ROGERS, Michigan 
C.L. “BUTCH” OTTER, Idaho 
SUE MYRICK, North Carolina 
JOHN SULLIVAN, Oklahoma 
TIM MURPHY, Pennsylvania 
MICHAEL C. BURGESS, Texas 
MARSHA BLACKBURN, Tennessee 


JOHN D. DINGELL, Michigan 
Ranking Member 
HENRY A. WAXMAN, California 
EDWARD J. MARKEY, Massachusetts 
RICK BOUCHER, Virginia 
EDOLPHUS TOWNS, New York 
FRANK PALI, ONE, Jr., New Jersey 
SHERROD BROWN, Ohio 
BART GORDON, Tennessee 
BOBBY L. RUSH, Illinois 
ANNA G. ESHOO, California 
BART STUPAK, Michigan 
ELIOT L. ENGEL, New York 
ALBERT R. WYNN, Maryland 
GENE GREEN, Texas 
TED STRICKLAND, Ohio 
DIANA DeGETTE, Colorado 
LOIS CAPPS, California 
MIKE DOYLID, Pennsylvania 
TOM ALLEN, Maine 
JIM DAVIS, Florida 
JAN SCHAKOWSKY, Illinois 
HILDA L. SOLIS, California 
CHARLES A. GONZALEZ, Texas 
JAY INSLEE, Washington 
TAMMY BALDWIN, Wisconsin 
MIKE ROSS, Arkansas 


Bud Albright, Staff Director 

David Cavicke, Deputy Staff Director and General Counsel 
Reid P.F. Stuntz, Minority Staff Director and Chief Counsel 


Subcommittee on Oversight and Investigations 
ED WHITFIELD, Kentucky, Chairman 


CLIFF STEARNS, Florida 
CHARLES W. “CHIP” PICKERING, 
Mississippi 

CHARLES F. BASS, New Hampshire 
GREG WALDEN, Oregon 
MIKE FERGUSON, New Jersey 
MICHAEL C. BURGESS, Texas 
MARSHA BLACKBURN, Tennessee 
JOE BARTON, Texas, 

(Ex Officio) 


BART STUPAK, Michigan 
Ranking Member 
DIANA DeGETTE, Colorado 
JAN SCHAKOWSKY, Illinois 
JAY INSLEE, Washington 
TAMMY BALDWIN, Wisconsin 
HENRY A. WAXMAN, California 
JOHN D. DINGELL, Michigan, 
(Ex Officio) 


(II) 



CONTENTS 


Page 

Testimony of: 

Anderson, Gerald C., Director, Office of Peacekeeping, Sanctions and 

Counterterrorism, U.S. Department of State 62 

Fawcett, John, Author, Report for Sources of Revenue for Saddam and 

Sons 11 

Gordon, Joy, Professor of Philosophy, Fairfield University 17 

Smego, D. Robert, Arabic Linguist, one of the authors of the Duelfer 

Report 16 

Additional material submitted for the record: 

Fawcett, John, Author, Report for Sources of Revenue for Saddam and 
Sons, response for the record 84 

(HI) 




THE UNITED NATIONS OIL-FOR-FOOD PRO- 
GRAM: SADDAM HUSSEIN’S USE OF OIL AL- 
LOCATIONS TO UNDERMINE SANCTIONS 
AND THE UNITED NATIONS SECURITY 
COUNCIL 


MONDAY, MAY 16, 2005 

House of Representatives, 

Committee on Energy and Commerce, 
Subcommittee on Oversight and Investigations, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 2:04 p.m., in room 
2123, Rayburn House Office Building, Hon. Ed Whitfield (chair- 
man) presiding. 

Members present: Representatives Whitfield, Stearns, Burgess, 
Blackburn, Barton (ex officio), Stupak, Inslee, and Waxman. 

Also present: Representative Norwood. 

Staff present: Mark Paoletta, chief counsel; Andrew Snowdon, 
majority counsel; Tom Feddo, majority counsel; Chad Grant, clerk; 
Edith Holleman, minority counsel; Voncille Hines, research assist- 
ant; and Alec Gerlach, minority staff assistant. 

Mr. Whitfield. At this time the committee will come to order. 
Today’s hearing for the Subcommittee on Oversight and Investiga- 
tion of the Energy and Commerce Committee is the United Na- 
tions’ Oil for Food program, Saddam Hussein’s use of oil allocations 
to undermine sanctions, and the United Nations Security Council. 

At this time I would like to ask unanimous consent to move doc- 
uments contained in the binder into the record. And, without objec- 
tion, so ordered. 

I will begin the hearing with an opening statement, and then we 
will proceed with opening statements. 

The United Nations Oil-for-Food program was initiated to ease 
the suffering of the Iraqi people. As we have learned in recent 
months from various reports, this program became a mechanism 
for the former Iraqi regime of Saddam Hussein to siphon off bil- 
lions of dollars in illicit revenues, money that rightfully should 
have gone to the citizens of Iraq. Saddam’s regime used oil con- 
tracts to influence foreign officials and well-connected individuals 
in an effort to undermine international economic sanctions, thereby 
keeping him in power. 

These allegations are not new, but the picture of how this could 
have happened under the oversight of the United Nations Security 
Council has been murky. Today the subcommittee will hear testi- 
mony and examine a variety of documents, many of which have 

( 1 ) 



2 


been recently translated for the committee, to better understand 
the abuses of the Oil-for-Food program. The hearing will allow 
members to see how Hussein used oil allocations to undermine 
U.N. sanctions and manipulate political divisions within the Secu- 
rity Council and better understand the weaknesses in the U.N. 
Oversight of the program. 

The hearing will also serve the committee’s longstanding interest 
in the workings of the United Nations. We will learn more today 
about the inner workings of the U.N.’s operation, and how France, 
Russia, and China in the 661 Committee supported the Hussein re- 
gime to the detriment of the Iraqi people. Saddam Hussein and his 
supporters found ways to exploit loopholes in the Oil-for-Food pro- 
gram to enrich themselves and to strengthen Iraq’s military capa- 
bilities. 

Surcharges and kickbacks, both on oil and humanitarian goods 
contracts soon became the norm under the program. For instance, 
the committee has uncovered a handwritten form agreement signed 
by Iraq’s former oil minister which shows that, beginning sometime 
after June 2000, each oil purchaser in the program had to agree 
to pay kickbacks to the regime, either in cash or by wire, into an 
Iraqi bank account outside of the program. Equally troubling are 
the allegations that Saddam Hussein may have been able to use 
the Oil-for-Food program to exploit divisions within the U.S. Secu- 
rity Council. 

We will hear today from Dr. Robert Smego, an outside consultant 
retained by the committee to review and translate numerous docu- 
ments, including documents from the Iraqi Intelligence Service and 
State Oil Marketing Organization. Mr. Smego will present a series 
of documents that suggests a calculated strategy on the part of the 
regime to target influential businessmen, companies, and govern- 
ment officials who could advance Iraq’s interests. 

When the names of many prominent political figures, most nota- 
bly those of Russia and France, appeared in the Duelfer Report last 
fall, there were cries of outrage and denial. However, the docu- 
ments presented here today appear to confirm that some of these 
individuals were indeed using the Oil-for-Food program for their 
own purposes. I can think of no legitimate reason for any politician 
or government official of any nation to receive oil from Saddam 
Hussein. 

Ironically, every dollar that these people took out of the program 
was money that should have gone to help the Iraqi people. 

Could these abuses have been prevented? Perhaps not entirely, 
but there’s little doubt that lax oversight on the part of the U.N. 
Secretariat and internal divisions within the so-called 661 Com- 
mittee permitted them to continue. 

Let me note here that I can only imagine the political and 
logistical difficulties involved in running such a massive program. 
However, these difficulties do not justify the failures in oversight 
responsibilities. 

We will also hear today from John Fawcett who, for the past dec- 
ade, has been tracking the financial assets of major human rights 
abusers, such as Slobodan Milosevic, Saddam Hussein, and the al 
Qaeda network. 
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Finally, we will hear from Mr. Gerald Anderson of the U.S. State 
Department who will provide some insights into the inner workings 
of the 661 Sanctions Committee, the committee within the U.N. 
That ran the Oil-for-Food program. 

Let me welcome all the witnesses, and thank them for what 
promises to be a most informative hearing. 

[The prepared statement of Hon. Ed Whitfield follows:] 

Prepared Statement of Hon. Ed Whitfield, Chairman, Subcommittee on 
Oversight and Investigations 

The United Nations (U.N.) Oil-for-Food Program (Program) was set up to ease the 
suffering of the Iraqi people. But unfortunately, it also may have prolonged their 
suffering. As we’ve learned in recent months from various reports, this Program be- 
came a mechanism for the former Iraqi regime of Saddam Hussein to siphon off bil- 
lions of dollars in illicit revenues — money that rightfully should have gone to the 
citizens of Iraq. Saddam’s Regime also used oil contracts to influence foreign officials 
and well-connected individuals in an effort to undermine international economic 
sanctions, thereby keeping him in power. 

None of these allegations are new, but the picture of how this could have hap- 
pened under the oversight of the United Nations Security Council has been murky. 
Today, the Subcommittee will take testimony and examine a variety of documents — 
many of which have been recently translated for the Committee — to gain a clearer 
view into the abuses of the Oil for Food Program. The hearing will allow members 
to examine how Hussein used oil allocations to undermine U.N. sanctions and ma- 
nipulate political divisions within the Security Council and apparent weaknesses in 
U.N. oversight of the Program. 

The hearing will also serve the Committee’s long-standing interest in the work- 
ings of the United Nations — particularly at the intersection of national security and 
world energy markets and trade. We will learn more today about the inner workings 
of the U.N.’s operations, and how actions there might have prevented such abuses. 

There is no doubt at this point that Saddam Hussein and his cronies found ways 
to exploit loopholes in the Oil-for-Food Program to enrich themselves and to 
strengthen the Iraq’s military capabilities. Surcharges and kickbacks, both on oil 
and humanitarian goods contracts, soon became the norm under the Program. For 
instance, the Committee has uncovered a handwritten form agreement, signed by 
Iraq’s former Oil Minister, which shows that, beginning sometime after June 2000, 
each oil purchaser in the Program had to agree to pay kickbacks to the Regime, ei- 
ther in cash or by wire into an Iraqi bank account outside of the Program. 

Equally troubling are the allegations that Saddam Hussein may have been able 
to use the Oil-for-Food Program to exploit divisions within the U.N. Security Coun- 
cil. We will hear today from D. Robert Smego, an outside consultant retained by the 
Committee to review and translate numerous documents gathered from various 
Iraqi sources, including documents from the Iraqi Intelligence Service and State Oil 
Marketing Organization, or SOMO. Mr. Smego will present a series of documents 
that suggest a calculated strategy on the part of the Regime to target influential 
businessmen, companies, and government officials who could advance Iraq’s inter- 
ests — particularly within the Security Council. 

When the names of many prominent political figures, most notably those of 
France and Russia, appeared in the Duelfer Report last Fall, there were cries of out- 
rage and denial. However, the documents presented here today appear to confirm 
that some of these individuals were indeed using the Oil-for-Food Program for their 
own purposes. I can think of no legitimate reason for any politician or government 
official — of any nation — to get oil from Saddam Hussein. Ironically, every dollar that 
these people took out of the Program was money that should have gone to help the 
Iraqi people — the very people that they claimed to be helping. 

Could these abuses have been prevented? Perhaps not entirely, but there is little 
doubt that lax oversight on the part of the U.N. Secretariat, and internal divisions 
within the so-called 661 Committee, permitted them to continue. Let me note here 
that I can only imagine the political and logistical difficulties involved in running 
such a massive Program. However, these difficulties do not justify the failures in 
oversight responsibilities. 

We will hear today from John Fawcett, who, for the past decade, has been track- 
ing the financial assets of major human rights abusers, such as Slobodan Milosevic, 
Saddam Hussein, and the al Qaeda network. Mr. Fawcett will provide some perspec- 
tive how these problems could have been avoided, including (1) vetting all contracts 
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for price and quality, and (2) performing due diligence on the parties that Saddam 
was contracting with, and (3) increasing transparency in the hiring of inspectors. 

Finally, we will hear from Mr. Gerald Anderson of the U.S. State Department, 
who will provide some insights into the inner workings of the 661 Sanctions Com- 
mittee, the Committee within the U.N. that ran the Oil-for-Food Program. Let me 
welcome all of the witnesses and thank them for what promises to be a most inform- 
ative hearing. 

Much of the dispute today involves a lack of transparency in the oversight de- 
ployed by the United Nations. If we are going to restore some trust in that institu- 
tion as it delves into other matters affecting our international energy markets, pub- 
lic health, and welfare, the United States — and indeed the entire international com- 
munity — deserves a clearer picture of precisely how those important matters are 
being handled. Today’s hearing should help us understand how some trust might 
be restored. 

Mr. Whitfield. At this time I will call on the ranking minority 
member, Mr. Stupak, for his opening statement. 

Mr. Stupak. Well, thank you, Mr. Chairman. This is an unusual 
hearing for an investigative subcommittee. In fact, it seems to me 
that this is a hearing in search of an investigation. If you take a 
look at this morning’s Washington Post, the lead article gave an as- 
tounding level of detail from documents collected by the Senate 
Committee on Saddam Hussein’s use of oil allocations to influence 
Russian politicians. This story is not new. In September 2002, The 
New York Times stated, “Baghdad owes Moscow $8 billion in debt 
incurred before the Gulf War, and has used trade under the Oil- 
for-Food program to curry Moscow’s favor.” Last year, the Duelfer 
Report gave the names of Russian politicians who received oil allo- 
cations. But the level of detail about these deals obtained after 
months of investigation is new, and that is what was intriguing 
about this Washington Post story. It involves weeks of overseas 
travel, interviews with former Iraqi officials, and international 
businessmen, and a review of U.S. Government investigative docu- 
ments. 

Frankly, Mr. Chairman, this committee has done — has not done 
anywhere near that level of work and has very little to add. There 
are four other congressional committees focused on the United Na- 
tions and the Oil-for-Food program. They are all far ahead of this 
committee in their level of investigation and knowledge. But there 
are areas that this committee can investigate and no one else 
seems to want to look at. No one seems to want to talk about the 
United Nations’ sanctions and oil trading regime which was ap- 
proved by the Security Council of which the United States is a 
member, or the role of the Sanctions Committee, another com- 
mittee the U.S. was part of that oversaw the program and what it 
knew about the manner in which the oil allocations were used by 
Iraq. 

No one seems to want to know about the relationship of U.S. oil 
companies to the shady middlemen and the oil traders who actually 
lifted oil from Iraq. 

This is not a simple criminal or ethical matter as it is often por- 
trayed. It was a system built by geopolitical realities that everyone 
was aware of and either condoned or chose to ignore at the time. 

Seventy-five percent of Iraqi oil, regardless of who initially pur- 
chased it and whether or not they paid illegal surcharges, ended 
up in the United States at U.S. refineries. How did it get there? 
What did the U.S. companies know about the illegal surcharges 
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and when did they know it? Some small U.S. oil dealers have been 
indicted. But despite this requests from this side of the minority 
to subpoena documents from those companies, it has not been done. 

Some bigger U.S. Oil companies are also being investigated, but 
once again, this committee hasn’t even talked to them despite staff 
requests from the minority. No one seems to want to talk about the 
massive smuggling of oil through Jordan, Turkey, Syria, and Egypt 
that was going on. Both the Volcker and the Duelfer reports found 
that the largest sum of the illegal revenue obtained by Saddam 
Hussein came through these well-known illegal oil purchases. 
These oil purchases were openly discussed in the press at the time. 
The Sanctions Committee — again, the U.S. was a member of that 
committee — discussed it frequently but refused to stop it. 

The International Relations Committee of both the House and 
the Senate received notice every year stating that it was in the na- 
tional interest of the United States to continue foreign aid to Jor- 
dan and Turkey, even though they were in violation of the U.N. 
Sanctions. Why hasn’t the committee looked at the United States’ 
role in this massive violation of U.N. Sanctions? 

It seems that many in Congress are comfortable with just calling 
this foreign aid and bashing the U.N. But are not interested in 
holding those in the U.S. who may have violated these sanctions 
accountable. Press reports in January of this year indicated that 
the office of foreign assets in the United States Treasury actually 
promised that they would not prosecute a U.S. company for break- 
ing the sanctions in early 2003 to provide oil to a Jordanian com- 
pany. Minority staff drafted letters to the U.S. Company in Feb- 
ruary requesting documents and interviews, but again, we couldn’t 
get a signature or approval from the majority. 

I would ask, Mr. Chairman, instead of joining in the chorus of 
the committees howling at the United Nations to obtain diplomati- 
cally protected documents, that we head in a different direction. 
This subcommittee should investigate the U.S. oil companies who 
allegedly and knowingly worked around the U.N. Sanctions to sup- 
ply oil to certain countries with the apparent knowledge and con- 
sent of the U.S. Government. 

Mr. Chairman, we have a choice. We can waste taxpayer dollars 
by duplicating the work of other committees in Congress that they 
have already done by investigating foreign sources, or we can be 
leaders and investigate and expose the domestic abuses of the Oil- 
for-Food program here at home. It is my hope that, under your 
leadership, we will do the latter. With that, Mr. Chairman, I would 
yield back the balance of my time. 

Mr. Whitfield. At this time, the Chair will recognize the chair- 
man of the full committee, the full energy and commerce com- 
mittee, Mr. Barton of Texas. 

Chairman Barton. Thank you, Mr. Chairman. I want to com- 
mend you for holding this hearing. I think we need to put in the 
record that this is the first subcommittee to hold a hearing on the 
U.N. Oil-for-Food scandal, and we did it when I was subcommittee 
chairman back in the Clinton Administration. We were also the 
first subcommittee to hold a hearing in this go-around, and we 
have been at the full committee level investigating this for the last 
several years and will continue to do so. 
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In the last year, we have learned much about the program’s mis- 
management and its manipulation. We know today, for example, 
that Saddam Hussein’s officials deliberately underpriced Iraq oil so 
that the middleman and oil traders could kick back profits into 
Saddam’s personal bank accounts. We also know the regime would 
overpay merchants for humanitarian goods so that the excess 
money could be diverted to those bank accounts. This is something 
that we learned on a trip that I personally led to Iraq last fall and 
met with some of the Iraqi officials in person that were responsible 
for those particular bank accounts. 

We now know that the U.N. Oil overseers identified these activi- 
ties, brought them to the attention of the program’s leadership, and 
even proposed mechanisms to prevent the illicit activity. Yet noth- 
ing was done. Finally, we know that the regime perverted the pro- 
gram to influence politicians around the world and leaders inside 
the United Nations by giving them personally valuable oil vouch- 
ers. 

Today’s hearing will examine new documents that illuminate in- 
fluence peddling. Undoubtedly, Saddam’s regime hoped that these 
bribes would erode and eliminate the sanctions. I would not be sur- 
prised if we eventually uncover evidence of quid pro quos directly 
related to these vouchers. 

It seems clear that under Saddam, Oil-for-Food became oil for in- 
fluence. This mismanagement mess, if you will, is a stain on the 
United Nations and its current leaders. If the U.N. Leadership had 
its way, this mess would have been swept under the rug. But the 
U.N. Is not going to have its way today. The U.S. Government 
funds most of the U.N.’s operating budget. We are the largest con- 
tributor to the U.N. Operating budget. And at this moment, our 
soldiers are risking and giving their lives to defend the fledgling 
democracy in Iraq. 

We must not forget that, if the U.N. Had had its way, Saddam 
Hussein would still be in power, Saddam Hussein would still be 
dispensing bribes, Saddam Hussein would still be controlling his 
Army, Saddam Hussein would still be threatening his people, and 
Saddam Hussein would still be threatening to invade his neighbors 
in the Middle East. But before Iraq was liberated, the only pro- 
gram that was meant to bring relief to the Iraqi people instead 
brought Saddam Hussein the key to unlocking the greatest threat 
to his power, economic sanctions. 

We will hear today how the Oil-for-Food program allowed Sad- 
dam Hussein to enrich his regime, bribe world leaders, and begin 
to build an infrastructure that could 1 day be used to reconstruct 
an arsenal for intimidation and aggression. 

In the meantime, the suffering of the average Iraqi family contin- 
ued. The U.N. 661 Committee watched this scam unfold but was 
paralyzed by bureaucratic infighting. In the end, the Oil-for-Food 
program was a profound and dangerous failure. 

I look forward to hearing from our witnesses today. I wish to 
thank them for their attendance. This committee — and I want to 
reiterate. This committee, the Energy and Commerce Committee, is 
not opposed to anything that the other committees of the House 
and Senate are doing. I think collectively all the efforts of this com- 
mittee and the other committees in both bodies will get to the hot- 



7 


tom of this scandal, but this committee is going to be a part of that 
and in many ways is going to lead that effort. 

I also want to begin to investigate the possibility of recovering 
as much of the billions and billions of dollars that was looted from 
the Oil-for-Food program and use that money to reinvest in the 
Iraq of today to try to help the Iraqi people today as they fight for 
their freedoms. 

Thank you again, Mr. Chairman, for your leadership on this 
issue. I look forward to working with you and others of this sub- 
committee to continue this investigation. 

[The prepared statement of Hon. Joe Barton follows:] 

Prepared Statement of Hon. Joe Barton, Chairman, Committee on Energy 

AND Commerce 

Thank you Chairman Whitfield. This afternoon we continue this Committee’s ex- 
amination of the United Nations Oil-for-Food Program. 

Since last year, we have learned much about both the program’s mismanagement 
and manipulation. We know, for example, that Saddam Hussein’s officials delib- 
erately under-priced Iraqi oil so that middlemen and oil traders could kick back 
profits into Saddam’s bank accounts. Also, the regime would overpay merchants for 
humanitarian goods so that the excess money could be diverted to those bank ac- 
counts, outside UN scrutiny. We now know that UN “oil overseers” identified these 
activities, brought them to the attention of the program’s leadership, and even pro- 
posed mechanisms to prevent this illicit activity. And yet nothing was done. 

Finally, the regime perverted the program to influence politicians around the 
world and leaders inside the United Nations by giving them valuable oil vouchers. 
Today’s hearing will examine new documents that illuminate influence peddling. 
Undoubtedly, Saddam’s regime hoped these bribes would erode and eliminate the 
sanctions. I would not be surprised if we eventually uncover evidence of quid pro 
quos directly related to these vouchers. It seems clear that under Saddam, oil-for- 
food became oil-for-influence. 

This mismanagement — this mess — is a stain on the United Nations and on its 
leaders. If the UN leadership had its way, this mess would have been swept under 
the rug, but the UN is not going to have its way today. Americans fund most of 
the UN’s operating budget, and at this moment, America’s warriors are risking and 
giving their lives to defend the fledgling democracy in Iraq. We must not forget that 
if the UN had its way, Saddam would still be dispensing bribes, building his army, 
threatening his people, and invading his neighbors. 

But before Iraq was liberated, the only program that was meant to bring relief 
to the Iraqi people instead brought Saddam Hussein the key to unlocking the 
gravest threat to his power — economic sanctions. We will hear today how the Oil- 
for-Food Program allowed Saddam Hussein to enrich his regime, bribe world lead- 
ers, and begin to build an infrastructure that could one day be used to reconstruct 
an arsenal for intimidation and aggression. In the meantime, the suffering of the 
average Iraqi family continued. The UN’s 661 Committee watched the scam unfold, 
but was paralyzed by bureaucratic infighting. In the end, the Oil for Food Program 
was a profound and dangerous failure. 

I look forward to hearing from our witnesses today, and thank them for their at- 
tendance. We intend to get to the bottom of this scandal. 

Thank you, Mr. Chairman. I yield back the remainder of my time. 

Mr. Whitfield. Thank you, Mr. Chairman. 

At this time, I will recognize Mr. Waxman of California. 

Mr. Waxman. Thank you very much, Mr. Chairman. And I ap- 
preciate you calling the hearing today. I support the committee’s 
investigation and believe Congress should determine the full extent 
of Saddam Hussein’s efforts to divert humanitarian Oil-for-Food 
funds that were intended for the benefit of the Iraqi people. Al- 
though I support the committee’s goal, I do have a concern with its 
approach. Today’s hearing is the 13th congressional hearing about 
the Oil-for-Food program. 
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Tomorrow’s hearing by Senator Coleman will be the 14th. My 
concern is that while Congress is actively investigating the Oil-for- 
Food program, we are ignoring our Nation’s own actions on the de- 
velopment fund for Iraq, the successor to the Oil-for-Food program 
run by the Bush administration. The administration has failed to 
properly manage and account for billions of dollars in the Iraqi 
funds, and the committee is doing nothing to investigate this. 

I would like to have in the record two charts. The first one shows 
the finding of our own auditors and investigators looking into the 
DFI. First, in January, the special inspector general for Iraqi re- 
construction, a U.S. Government official, concluded that the Bush 
administration failed to properly account for $8.8 billion of Iraqi oil 
proceeds in the DFI. The inspector general concluded that the ad- 
ministration did not implement adequate managerial controls, did 
not implement adequate financial controls, and did not adequately 
control DFI contracting actions. 

Second. Just 2 weeks ago the inspector general found that the 
administration failed to account for $96.6 million in cash from the 
Iraqi funds that were supposed to go to local reconstruction 
projects. The IG found that, instead of helping the Iraqi people, 
U.S. officials tried to launder these funds. The IG referred these of- 
ficials for criminal prosecution. 

And, third. The defense contract audit agency, the Pentagon’s 
own auditors, concluded that Halliburton has overcharged by at 
least $212 million under its oil contract in Iraq. The Bush adminis- 
tration awarded Halliburton’s no bid monopoly oil contract in se- 
cret, and then funded it with Iraqi oil proceeds from the DFI. 

My other chart shows findings by U.S. Government officials and 
other independent auditors who conclude that the administration 
has not complied with U.N. Security Council Resolution 1483, 
which requires the administration to use Iraqi funds in a trans- 
parent manner for the benefit of the Iraqi people. On January 30, 
2005, the special inspector general for Iraq reconstruction con- 
cluded that the administration violated Resolution 1483 require- 
ment to use DFI funds in a transparent manner. 

On April 29, 2005, the international advisory and monitoring 
board, which is charged with monitoring the administration’s com- 
pliance under the resolution, concluded that, “use of DFI resources 
that is not for the benefit of the Iraqi people is in conflict with U.N. 
Security Council Resolution 1483.” and members can also review a 
series of official Pentagon audits that the administration submitted 
to the United Nations after blacking out more than 460 references 
to overcharges to the DFI. 

Mr. Chairman, Congress should investigate allegations about the 
Oil-for-Food program, but we should also investigate our own ad- 
ministration’s failure to properly account for Iraqi funds. Our com- 
mitment in both cases is the same: To ensure that the Iraqi people 
who have been oppressed for decades receive the full benefit of 
their own Nation’s funds. Thank you, Mr. Chairman. 

Mr. Whitfield. Mr. Waxman, were you asking unanimous con- 
sent that those documents be entered into the record? 

Mr. Waxman. Yes, I would like to ask unanimous consent. 

Mr. Whitfield. I asked a minute ago to enter some documents 
into the record that were made available to your side last Wednes- 
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day, about 6, 7 days ago. I have not had an opportunity to see that. 
Could I see this document that you are referring to? 

Mr. Waxman. Sure. If you prefer, Mr. Chairman, why don’t I 
withhold that unanimous request consent until later in the hearing 
so you would be able to see it. 

Mr. Whitfield. And I would also like to ask, was this a study 
conducted by the Federal Government? Who conducted this study? 

Mr. Waxman. We are talking about six reports that are all cited 
in my statement. 

Mr. Whitfield. And who conducted those studies? 

Mr. Waxman. Let me go through. The special inspector general 
for Iraq reconstruction is one. The International Advisory and Mon- 
itoring Board, two. The Defense Contract Audit Agency, which is 
the Pentagon’s own auditors. And there are multiple reports by 
each of them. 

Mr. Whiteield. If you would give me a copy of that. And I would 
just like to reserve a point of order. But, in the meantime, I am 
going to go on and call on 

Chairman Barton. Mr. Chairman, could you yield to me on that 
point? 

Mr. Whitfield. Yes. 

Chairman Barton. This subcommittee always works in a bipar- 
tisan fashion. And if the gentleman from California shared the doc- 
uments so that we know before the fact what is in them, we are 
almost always willing to put them into the record. My under- 
standing is they have not been shared with the staff. And I am 
sure he is willing to share those so we can look at them. 

Mr. Waxman. Well, let me point out, these are not hidden docu- 
ments. They were furnished to all the committees by the Inspector 
General. But I would be happy to have you look at them. I wasn’t 
trying to withhold any documents from you. These are documents 
that have been submitted to the Congress, and they have been out 
in the public domain. And so we would like to have them as part 
of the record after you feel comfortable enough to admit them into 
the record. 

Mr. Whitfield. Well, I think that this would probably be fine. 
But what I think we ought to do is just submit the entire report, 
reports in their entirety. 

Mr. Waxman. I have no problem with that. There are multiple 
reports. I think there are six separate reports. If you want to have 
all of them in their entirety, then that is certainly fine. 

Mr. Whitfield. I would prefer that we just submit the entire re- 
port rather than just excerpts from the reports. So, if there is no 
objection to having the entire reports placed into the record, that 
would be fine. 

[The material referred to is retained in subcommittee files.] 

Mr. Waxman. Okay. 

Mr. Whiteield. At this point I would call on Mr. Norwood of 
Georgia for his opening statement. I am sorry. Mr. Burgess, you 
are on the subcommittee. Go ahead. 

Mr. Burgess. Mr. Chairman, I have an opening statement I will 
just submit for the record in the interest of time so we can get on 
to examining the witnesses. 
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Mr. Whitfield. Thank you. Ms. Blackburn, do you have an open- 
ing statement? Mr. Norwood? 

Mr. Norwood. Thank you very much, Mr. Chairman. 

I must admit that this stuff that has just been handed out, it 
looks to me like they are headlines out of The New York Times 
rather than any report that anybody has produced. But I think it 
equally important we find out exactly who produced it and consider 
the source. 

I thank you today for allowing me to join you. I sincerely appre- 
ciate the courtesy. I have been very concerned about this issue of 
corruption at the United Nations, and that as I understand is what 
this hearing is about. Though there are those who would divert it 
to another subject, I think today is about the corruption at the 
U.N., and with the Oil-for-Food program in Iraq. I wanted to be 
here simply to learn more. 

I would like to start by commending you for continuing to focus 
some attention on the corruption at the U.N. Oil-for-Food program. 
There is plenty to discuss and scrutinize as we have seen, and 
there is plenty being discussed back home in all of our districts. I 
think the American people want to have an understanding of this. 
It is no secret that during my tenure in Congress, I have not par- 
ticularly been a fan of the U.N. I think there are some pretty good 
reasons for that. And this committee needs no reminder that for a 
decade the U.N. allowed Saddam Hussein to blatantly defy 18 U.N. 
Resolutions. The United States spends millions, if not billions, of 
dollars a year on U.N. programs and policies that are often totally 
contrary to the principles of freedom that most Americans hold 
dear. That is why people back home where I am from want to know 
what is going on. 

It is truly unfortunate that we do not have the opportunity today 
to question a representative of the U.N. Perhaps that opportunity 
will present itself in the future, Mr. Chairman. Regardless, the 
U.N. is not the topic of the hearing today; the U.N. Oil-for-Food 
program is. As we all know, the Oil-for-Food program was estab- 
lished in 1995, April, to strike a balance between enforcing compli- 
ance of all relevant U.N. Security Council resolutions, and alle- 
viating hunger, suffering, human suffering in Iraq. Unfortunately, 
what we all now know is that the program was riddled with cor- 
ruption in many ways. 

What should have been a humanitarian program ended up fund- 
ing Saddam Hussein’s dictatorship and possibly terrorist groups. 
The GAO estimates that from 1997 through 2002, the former Iraqi 
regime acquired $10.1 billion in illegal revenues. This includes $5.7 
billion from oil smuggling and $4.4 billion from illicit surcharges on 
oil sales and after-sale charges on suppliers. Numerous United Na- 
tions, independent, and Iraqi investigations have been directed into 
these illicitly diverted funds. As has been pointed out earlier, major 
doubts exist about the U.N.’s ability to investigate this level of 
fraud, and I am highly suspicious of their resistance to the facts. 
After all, it was under their watch that their own program was 
abused. 

I look forward to the hearing. I look forward to hearing the testi- 
mony of the witnesses today. And, again, I thank you for the oppor- 
tunity to join you. 
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Mr. Whitfield. Thank you. Is there anyone else wishing to give 
an opening statement at this time? If not, then we will call panel 
one, the witness Mr. John Fawcett, Mr. Robert Smego, and Dr. Joy 
Gordon. 

I want to thank the three of you for being with us this morning. 
We look forward to your testimony. You are aware that the com- 
mittee is holding an investigative hearing, and, when doing so, has 
had the practice of taking testimony under oath. Do any of you this 
morning or this afternoon have any objection to testifying under 
oath? Okay. The Chair then advises you that, under the rules of 
the House and the rules of the committee, you are also entitled to 
be advised by counsel. Do you desire to be advised by counsel dur- 
ing your testimony today? In that case, if you would please rise and 
raise your right hand, I will swear you in. 

[Witnesses sworn.] 

Mr. Whitfield. You are now under oath, and you may give your 
5-minute summary of your written statement. And, Mr. Fawcett, 
we will begin with you. 

TESTIMONY OF JOHN FAWCETT, AUTHOR, REPORT FOR 
SOURCES OF REVENUE FOR SADDAM AND SONS; D. ROBERT 
SMEGO, ARABIC LINGUIST, ONE OF THE AUTHORS OF THE 
DUELFER REPORT; AND JOY GORDON, PROFESSOR OF PHI- 
LOSOPHY, FAIRFIELD UNIVERSITY 

Mr. Fawcett. Thank you for inviting me here before the com- 
mittee in today’s hearing. I have worked internationally 

Mr. Whitfield. Would you turn your microphone on, please. 

Mr. Fawcett. Okay. I have worked internationally for the past 
25 years, I spent 10 years in oil exploration in the Middle East and 
Africa, after which I spent the next 10 years involved in humani- 
tarian and human rights work largely in the Balkans and Iraq. 
Over the last 5 years I have been tracking the financial assets of 
major human rights abusers, including Slobodan Milosevic, Sad- 
dam Hussein, and al Qaeda. I began looking at the Oil-for-Food 
program in 1998 and was a co-author with Susan Blaustein of 
Sources of Revenue for Saddam & Sons. The paper was published 
in 2002 by the Coalition for International Justice, and they gra- 
ciously agreed to sponsor my appearance today. 

The Oil-for-Food program cannot be viewed separately from the 
history of corruption under Saddam Hussein. Saddam Hussein 
began his financial rip-offs in the late 1960’s with the establish- 
ment of his first shell companies in Milan and Lugano, and contin- 
ued until he was toppled in 2003. My written statement goes into 
more detail on this topic. 

When the U.N. Began negotiating with Iraq in 1991 to establish 
the Oil-for-Food program, and the first negotiations were led by 
then Assistant Secretary General Kofi Annan, no one dealing with 
Iraq could credibly say they were not aware of the potential for cor- 
ruption. U.N. Secretary General Perez de Cuellar knew. His suc- 
cessor Boutros Boutros Ghali knew. Kofi Annan knew. The mem- 
bers of the Security Council certainly knew. All the permanent 
members, with the exception of China, had been active participants 
in arms embargo busting with Saddam throughout the previous 
decade, that is, the 1980’s. 
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By the time the program began in late 1996, the U.N. Had ceded 
to Saddam the authority to choose his business partners from both 
the sale of Iraqi oil and the purchase of humanitarian supplies. 
This crucial decision laid the groundwork for the ensuing corrup- 
tion. 

There were two major methods of illicit profiting: Oil vouchers 
were given to favored individuals or organizations that provided 
Iraq with political support. The vouchers were then sold to official 
U.N. Approved contractors. The illicit profit in this scheme amount- 
ed to up to $1 million per tanker load. 

Two Oil-for-Food contractors who were very adept at this were 
the shady Swiss Liechtenstein firms of Alcon and Fenar. These 
companies were created in the haven of corporate secrecy, Liech- 
tenstein, for the sole purpose of doing illicit business with Saddam 
Hussein’s Iraq. Aside from kickbacks, the political services they 
provided to Saddam are as yet unknown. 

To this point, the Swiss and Liechtenstein authorities have failed 
to publicize the beneficial owners of either company despite these 
firms having been identified as suspicious as early as January 
2001. Between them, Alcon and Fenar did nearly $2.5 billion worth 
of business under the program, of which some $400 million was 
done in the last few months of Saddam’s reign. One wonders 
whether this money is funding the car bombs that are tearing 
apart men, women, and children in Iraq on a daily basis. 

The other major scam in the Oil-for-Food program involved over- 
charging or invoice padding for goods sold to Iraq. One commodity 
in which this practice took place was baby formula. It normally 
sells for about $2,000 per ton, but a corrupt supplier under the Oil- 
for-Food program would charge the U.N. On behalf of Iraq 2,500. 
The difference was, again, split with Iraqi officials. 

While the U.N. Children’s agency UNICEF and others mounted 
public campaigns decrying the suffering and deaths of Iraqi chil- 
dren due to sanctions, price gouging was taking place on the very 
product that could help these children. If there is anything that 
UNICEF knows how to do, it is to procure, transport, and dis- 
tribute baby formula. They do so in war zones and disasters world- 
wide. While UNICEF continually published Iraq government statis- 
tics on child mortality related to sanctions, not once did they raise 
a voice about the baby formula rip-off. 

The inspection procedures for oil exports as well as for humani- 
tarian imports were toothless from the beginning. The inspectors 
had no mandate to prevent smuggling of oil out of Iraq or smug- 
gling of goods into Iraq. The inspectors have no mandate to check 
the quality of food or medicines entering Iraq, and usually failed 
to check even the quantity of goods being imported. At the Jor- 
danian, Syrian, and Turkish border crossings, hundreds of trucks 
entered Iraq daily with sanctions-busting goods and left Iraq car- 
rying sanctions-busting oil. The inspectors could do nothing more 
than tip their hat and wave their clip board, and literally that is 
what they did. 

Knowing the nature both in cruelty and corruption of the regime 
they were dealing with, why would international officials allow 
such a system to come into place? First, there is a certain anti- 
American predisposition that has built up over decades within the 



13 


U.N. Second, there was a perception that it was a catastrophic hu- 
manitarian situation in Iraq, and that the population was on the 
verge of starvation. Third, international officials also stood to gain 
financially. Officials of over 100 countries either profited illicitly 
from the Oil-for-Food program, failed in their oversight duties to 
prevent corruption, or both. 

What made the graft under the Oil-for-Food program different 
from other international financial scandals was the use of the illicit 
gains by Saddam Hussein. He did not just fatten the Jordanian 
and Swiss bank accounts of his family and cronies, though there 
was plenty of that; the illicit funds were also used to create a polit- 
ical slush fund of global proportions. He bought presidents, prime 
ministers, legislators. Ambassadors, media, and NGO officials, and 
actively funded the anti sanctions campaign. 

Mr. Whitfield. Mr. Fawcett, you are about a minute and 30 sec- 
onds over. 

Mr. Fawcett. All right. Maybe in the questioning I could go in, 
then, to what I think the U.N. Could have done in the midst of all 
of these problems. Though I would like to say, the primary impor- 
tance for the U.N. To act was that it had to be led by honest and 
courageous officials. And I will leave it at that. 

[The prepared statement of John Fawcett follows:] 

Prepared Statement of John Fawcett 

INTRODUCTION 

Thank you for inviting me to appear before the committee at today’s hearing. I 
have worked internationally for the past 25 years. I spent ten years in oil explo- 
ration in the Middle East and Africa. The following ten years I was involved in hu- 
manitarian and human rights work largely in the Balkans and Iraq. Over the last 
five years I have been tracking the financial assets of major human rights abusers, 
including Slobodan Milosevic, Saddam Hussein, and al Qaeda. I have contracted to 
a variety of governmental, non-governmental, and for profit organizations. I began 
looking at the Oil for Food program in 1998, and was a co-author with Susan 
Blaustein of Sources of Revenue for Saddam and Sons. The paper was published in 
2002 by the Coalition for International Justice and they have graciously agreed to 
sponsor my appearance today. 

HISTORY OF SADDAM’S CORRUPTION 

The Oil for Food program can not be viewed separately from the history of corrup- 
tion under Saddam Hussein. Saddam began his financial rip-offs in the late 1960s 
with the establishment of his first shell companies in Milan and Lugano. In the mid 
70s he instituted a 5% rake-off on all Iraqi oil exports, with the proceeds being sent 
to Swiss bank accounts via major US banks in New York City. Shortly after seizing 
the Iraqi presidency in 1979 he invaded Iran and an arms embargo was imposed. 
He actively violated the embargo with the assistance of many countries in what 
came to be known as Iraqgate. Within days of his invasion of Kuwait in August 
1990, comprehensive international sanctions were imposed. Within hours an ener- 
getic campaign of sanctions busting began. After surviving the first Gulf War, he 
directed that the sanctions busting be greatly expanded. 

When the UN began negotiating with Iraq in 1991 to establish the oil for food 
program, (and the first negotiations were led by then Assistant Secretary General 
Kofi Annan) no one dealing with Iraq could credibly say they were not aware of the 
potential for corruption. UN Secretary General Perez de Cuellar knew. His suc- 
cessor Boutros Boutros Ghali knew. Kofi Annan knew. The members of the Security 
Council certainly knew. All the permanent members, with the exception of China, 
had been active participants in embargo busting with Saddam throughout the pre- 
vious decade. The embargo busting involved both kickbacks to Saddam as well as 
invoice padding, two methods of illicit activity that were later widely used during 
the Oil for Food Program. 
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TWO TYPES OF RIP-OFFS 

By the time the program began in late 1996, the UN had ceded to Saddam the 
authority to choose his business partners for both the sale of Iraqi oil and the pur- 
chase of humanitarian supplies. This crucial decision laid the groundwork for the 
ensuing corruption. There were two major methods of illicit profiting by the regime 
and a host of minor schemes. 

Oil vouchers were given to favored individuals or organizations that provided Iraq 
with political support. The vouchers were then sold to an official UN approved con- 
tractor. This contractor received the oil at a discount and then sold it on to other 
traders and eventually to major refiners. The illicit profit in this scheme amounted 
to up to $1 million per tanker load. Two oil for food contractors who were very adept 
at this were the shady Swiss-Liechtenstein firms Alcon and Fenar. These companies 
were created in the haven of corporate secrecy, Liechtenstein, for the sole purpose 
of doing illicit business with Saddam Hussein’s Iraq. Alcon and Fenar were official 
UN contractors as well as voucher recipients. Aside from kickbacks the political 
services they provided to Saddam are as yet unknown. To this point the Swiss and 
Liechtenstein authorities have failed to publicize the beneficial owners of either 
company, despite these firms having been identified as suspicious as early as Janu- 
ary 2001. The Liechtensteiners, who for a fee, put their names to the corporate reg- 
istry documents were; for Alcon, Rainer Marxer and Martin Batliner; for Fenar, Pat- 
rick Hilty and Horst Buchel. Between them, Alcon and Fenar did nearly $2.5 billion 
worth of business under the program, of which some $400 million was done in the 
last few months of Saddam’s reign. One wonders whether this money is funding the 
car bombs that are tearing apart men, women and children in Iraq on a daily basis. 

The other major scam in the oil for food program involved over charging or invoice 
padding for goods sold to Iraq. One commodity in which this practice took place was 
baby formula. It normally sold for about $2000 per ton, but a corrupt supplier would 
charge the UN on behalf of Iraq, $2500. The difference was again split with the 
Iraqi officials. While the UN and others mounted public campaigns decrying the suf- 
fering and deaths of Iraqi children, price gouging was taking place on the very prod- 
uct that could help these children. If there is anything that UNICEF knows how 
to do, it is to procure, transport and distribute baby formula. They do so in war 
zones and disasters worldwide. While UNICEF continually published Iraqi govern- 
ment statistics on child mortality related to sanctions, not once did they raise a 
voice about the baby formula rip-off. 

SHAM INSPECTIONS 

The inspection procedures for oil exports as well as for humanitarian imports 
were toothless from the beginning. The inspectors had no mandate to prevent smug- 
gling of oil out of Iraq, or smuggling of goods into Iraq. The inspectors had no man- 
date to check the quality of food or medicines entering Iraq and usually failed to 
check even the quantity of goods being imported. At the Jordanian, Syrian and 
Turkish border crossings, hundreds of trucks entered Iraq daily with sanctions bust- 
ing goods and left Iraq carrying sanctions busting oil. The inspectors could do noth- 
ing more than tip their hat and wave their clipboard. This was an exercise in futil- 
ity and many inspectors sunk into frustration or inebriation. 

After studying and thinking about this program for several years, I have come to 
the conclusion that the inspections regime established by the UN was window dress- 
ing only. To be clear, I believe that UN officials set up the procurement as well as 
the inspection regime of the Oil for Food program in such a manner as to allow Sad- 
dam Hussein to personally profit from it. The Security Council was fully aware of 
the potential for corruption under the program at every step of the negotiations. 

WHY WAS IT ALLOWED TO HAPPEN? 

Knowing the nature, both in cruelty and corruption of the regime they were deal- 
ing with, why would these international officials allow such a system to come into 
place? First there is a certain anti-American predisposition that has built up over 
decades within the UN. This tends to look skeptically at US positions on issues and 
more sympathetically at US opponents. This is not an unhealthy posture by itself. 
Second, there was a perception that there was a catastrophic humanitarian situa- 
tion in Iraq and that the population was on the verge of starvation. All of the data 
upon which the assessments of the humanitarian situation in Iraq were made was 
generated by the Iraqi government. It was also in the financial interest of the UN 
humanitarian agencies to increase the amounts of funds allocated to Iraq. These fac- 
tors contributed towards fostering an international public perception of impending 
disaster. The third reason why international officials would agree to a system that 
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profited Saddam Hussein is that they also stood to gain financially. Officials of over 
100 countries, either profited illicitly from the Oil for Food program, failed in their 
oversight duties to prevent corruption, or both. 

What made the graft under the oil for food program different from other inter- 
national financial scandals was the use of the illicit gains by Saddam Hussein. He 
did not just fatten the Jordanian and Swiss bank accounts of his family and cronies, 
though there was plenty of that. The illicit funds were also used to create a political 
slush fund of global proportions. He bought presidents, prime ministers, legislators, 
ambassadors, media and NGO officials, and actively funded the anti-sanctions cam- 
paign. 

COULD THE UN HAVE DONE ANYTHING? 

With an Iraqi regime very experienced in corruption, a weak Security Council, 
and officials and businessmen from dozens of countries eager to put their hands into 
Saddam’s pockets, was it possible for the United Nations to do anything except ac- 
quiesce to corruption? The answer is yes. In the face of all these cards stacked 
against it, there was one essential ingredient to assist the Iraqi people as well as 
battle corruption. The UN had to be lead by honest and courageous officials. 

From 1996 to the end of the program in 2003, had the UN been led by honest 
and courageous officials, they would have done the following. 

• Instead of awarding the first major monitoring and banking contracts via a secre- 

tive back-door process, senior UN officials would have insisted on adhering to 
their own competitive bidding regulations and opened the process to public scru- 
tiny. Had they done so the weak monitoring effort would have been exposed be- 
fore the program began and the allegations of conflict of interest by the Sec- 
retary General and his son would have been addressed. 

• An aggressive effort would have been made to vet all contracts for price and qual- 

ity. The Security Council had instructed the UN to do so, but they made token 
efforts at best. Even the few contracts which UN officials found to be overpriced 
were never acted upon by the Security Council. However, UN officials did not 
have to be satisfied with just passing the buck to the Security Council. There 
was nothing stopping them from releasing all contract data publicly. There 
would have been some embarrassed businesses and member states, but the 
practice of invoice padding would have been nipped in the bud. 

• The whole process of selecting oil buyers should have been exposed to the light 

of scrutiny with the public release of oil contract information and an insistence 
by the UN that all oil purchasers publish shareholder or beneficiary lists. UN 
officials again excused themselves by claiming that Iraq could choose its own 
customers as long as those customers were also approved by the relevant mem- 
ber state. As a result the UN found itself involved in financial transactions with 
weapons dealers, money launderers, organized crime and terrorists. This was 
inexcusable. 

• UN monitors should have acted like the weapons inspectors and been far more 

aggressive. UN personnel had the right and obligation to monitor any distribu- 
tion of goods inside Iraq. The great majority of them never left their office and 
relied exclusively on the government of Saddam Hussein to tell them where and 
to whom the goods were distributed. 

WE WILL BE PAYING FOR THIS FOR A LONG TIME 

Even though the oil for food program was shut down nearly two years ago, the 
scandal is not receding into history. The oil for food program took place during the 
former Soviet Bloc’s transition from a command to a competitive economy. It took 
place during a generational change in many of the ruling families in the Middle 
East. It took place during the emergence of new economic powerhouses China and 
India. During times of political and economic ferment, these countries were major 
players in the oil for food scandal. Officials from all of these countries, who may 
be in power for decades to come, took away a clear lesson. The ground rules of the 
new global economy have not yet been written in stone. While some argue for trans- 
parency, accountability and a level playing field, others maneuver for insider advan- 
tage and see bribery and corruption as acceptable business tools. The oil for food 
program gave a tremendous boost towards the institutionalization of corruption 
within the global economy, the repercussions of which have barely begun to emerge. 

Mr. Whitfield. Thank you very much. 

Mr. Smego. 
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TESTIMONY OF D. ROBERT SMEGO 

Mr. Smego. Good afternoon, Mr. Chairman. My name is D. Rob- 
ert Smego. I was retained by the House Energy and Commerce 
Committee earlier this year to review, identify, and translate docu- 
ments it provided to me. I am an Arabic linguist knowledgeable — 
excuse me. I’m a linguist knowledgeable in the Arabic language. 

The House Energy and Commerce Committee’s majority counsel 
asked me to identify by topic and translate documents regarding 
Oil-for-Food, in particular, Iraqi State Oil Marketing Organization 
documents that had been scanned on to DVDs and memoranda pre- 
pared by the Iraqi Intelligence Service. 

With the assistance of a native Iraqi linguist, I translated 49 doc- 
uments from more than 23,000 pages that I have reviewed for this 
committee. The translated documents presented today accurately 
reflect the original text. I have not corrected the English trans- 
lations of grammatical errors such as run-on sentences, indefinite 
pronouns, and sentence fragments that result from the melodious 
flow and verbose nature of Arabic. I avoided summarizing, para- 
phrasing, or making analytic substitutions for the original lan- 
guage. Any redactions in the original documents were maintained 
in the translations. 

I was asked to translate and interpret specific documents; I was 
not tasked to perform any broader analysis or develop a profes- 
sional judgment about the broader context of these documents. The 
guidance of the majority counsel was to sift through large volumes 
of material looking for references to particular topics and to trans- 
late the documents selected for presentation to the committee. The 
documents presented here today provide useful insight into the ac- 
tivities of the former Iraqi regime. 

Thank you, Mr. Chairman. I am pleased to appear before this 
subcommittee, and will be glad to address the questions within the 
scope of the work I performed for the committee. This concludes my 
opening statement. 

[The prepared statement of D. Robert Smego follows:] 

Prepared Statement of D. Robert Smego 

Good afternoon, Mr. Chairman. My name is D. Robert Smego. I was retained by 
the House Energy and Commerce Committee earlier this year to review, identify 
and translate documents it provided to me. I am a linguist knowledgeable in the 
Arabic language. 

The House Energy and Commerce Committee’s Majority Counsel asked me to 
identify by topic and translate documents regarding Oil-For-Food, in particular Iraqi 
State Oil Marketing Organization documents that had been scanned onto DVDs and 
memoranda prepared by the Iraqi Intelligence Service. With the assistance of a na- 
tive Iraqi linguist, I translated 49 documents from more than 23,000 pages that I 
reviewed for this Committee. 

The translated documents presented today accurately reflect the original text. I 
have not corrected the English translations of grammatical errors, such as run-on 
sentences, indefinite pronouns, and sentence fragments that result from the melo- 
dious flow and verbose nature of Arabic. I avoided summarizing, paraphrasing, or 
making analytic substitutions for the original language. Any redactions in the origi- 
nal documents were maintained in the translations. 

I was asked to translate and interpret specific documents. I was not tasked to per- 
form any broader analysis or to develop a professional judgment about the broader 
context of these documents. The guidance of the Majority Counsel was to sift 
through large volumes of material looking for references to particular topics and to 
translate the documents selected by the Majority Counsel for presentation to the 



17 


Committee. The documents presented here today provide useful insight into the ac- 
tivities of the former Iraqi regime. 

Thank you, Mr. Chairman. This concludes my opening statement. I am pleased 
to appear before this Subcommittee and will be glad to address questions within the 
scope of the work I performed for the Committee. 

Mr. Whitfield. Thank you, Mr. Smego. 

Dr. Gordon, you are recognized for 5 minutes. 

TESTIMONY OF JOY GORDON 

Ms. Gordon. I appreciate the opportunity to speak before this 
committee. My background is in political philosophy and law. I 
have been doing research on economic sanctions for 7 years. Over 
the last 5 years, I have published on the Iraq sanctions in the Yield 
Journal of International Human Rights Law, Ethics and Inter- 
national Affairs, Middle East report, Le Monde Diplomatique, and 
Harper’s Magazine. I am currently completing a book on the Iraq 
sanctions regime for Harvard University Press. 

I would like to begin by mentioning a crucial distinction between 
the U.N. Taken broadly and the Security Council. Many of the ac- 
cusations that have been lobbied against the United Nations re- 
garding the Oil-for-Food program, in fact, go to decisions on the 
part of the Security Council itself or actions or failures to act on 
the part of the member states of the Security Council. I would like 
to briefly address a common misconception. It is often said that 
there was no oversight or monitoring or accountability in the Oil- 
for-Food program. That’s incorrect. There were, by my count, seven 
levels of oversight and monitoring. All of these are publicly avail- 
able. At the first level was something called distribution plan; be- 
fore Iraq could contract for a single item, it had to submit an 
itemized list of every single item it wished to contract for in the 
next 6 months. Those distribution plans are and have always been 
posted on the OIP Web site. They are not a secret. Every item was 
approved. 

The next thing was that once Iraq contracted, the contract ini- 
tially went through the OIP and then to every single member of 
the Security Council. Every single member of the 661 Committee 
had the right to block or delay or question any contract indefinitely 
for any reason. In those cases where there were concerns, for exam- 
ple, the U.S. was primarily concerned with security issues, the U.S. 
could block a contract, and it did so for $5.4 billion of contracts. 
The U.S. and to some extent the U.K. Could delay contracts by ask- 
ing for information, and in many cases those requests for informa- 
tion delayed contracts by as much as 2 years. So it was more than 
possible for the United States to intervene in blocking or delaying 
any contract that raised any concern to the U.S. in any form. 

Next, once the goods were purchased, all funds went directly 
through an escrow account. There were no legal funds that went 
through the Iraqi government at all. Funds were — oil proceeds 
went to an escrow account; contracts were paid from the escrow ac- 
count. There were onsite inspectors Cotecna and Lloyds Register, 
for the goods’ arrival. And, finally, there were hundreds of U.N. 
Staff on the ground in Iraq to document of the distribution of 
goods, the use of goods, whether they arrived at the end user, 
whether they were consumed by the end user correctly. 
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Oil sales similarly had multi levels of supervision. The Iraqi gov- 
ernment it is sometimes said was free to pick prices and to set 
prices low. That is patently incorrect. It had no such authority. 
SOMO had the authority to propose a price. The pricing formula 
for each month period was reviewed by the oil overseers. If the oil 
overseers found it to be consistent with fair market value, it rec- 
ommended approval to the 661 Committee. The 661 Committee, 
again, every member had the right to block the approval of that 
formula at any time. It did not require consensus, it did not require 
agreement of any others. 

The companies who were contracting for oil sales similarly went 
through the same process. Every company had to be registered. 
Registration did not mean that OIP reviewed them; it meant sim- 
ply that the permanent nation — the permanent mission of that na- 
tion to the United Nations submitted a list, information about that 
company, its name and address. Once it did that, then any member 
of the 661 Committee could refuse to have that company on the 
list. If the price was approved by the 661 Committee and the com- 
pany had been approved by the 661 Committee, then the oil over- 
seers went forward with the approval of the oil contract. Any mem- 
ber of the 661 Committee, including the U.S., could stop the pricing 
if it ever looked unfair or for any other reason. And it could block 
any company if that company looked corrupt or for any other rea- 
son. 

Let me address some of the concerns that have come up repeat- 
edly over the last year. There have been a lot of discussion about 
the kickbacks, that contracts were routinely inflated by 5 to 10 per- 
cent, and that that amount was received in cash under the table 
by the Iraqi government. In fact — and it is often — the U.N. Is often 
charged with a failure to supervise or negligence in permitting this 
to take place. 

That is not correct. In those cases where the price irregularities 
were clear, U.N. Staff, the OIP staff went to the 661 Committee 
and said: Here is a contract where the pricing is clearly improper. 
Do you want to block it? It was not within the authority of the 
United Nations’ personnel to stop the contract; it was only within 
their authority to provide information to and to advise the mem- 
bers of the 661 Committee. 

It was the responsibility of the members of the 661 Committee 
to block a contract for that reason or for any other reason. On those 
more than 70 occasions where OIP staff identified such extreme 
price irregularities as to clearly indicate kickbacks, it went to the 
661 Committee. On none of those occasions did any member state, 
including the United States, choose to take action to block that con- 
tract. In cases where the — and those were in cases where the irreg- 
ularities were glaring. In cases where the irregularities were 5 to 
10 percent, they were difficult to detect, but even if they had been 
detected we have to assume that the members of the Security 
Council would not have been inclined to act any differently for 
minor increases of 5 to 10 percent if they were not prepared to 
block contracts where the price irregularities were very extreme. 

Let us look quickly at oil surcharges. 

Mr. Whitfield. Dr. Gordon, you are also about a minute and 15 
seconds over. So if you could summarize, we would appreciate it. 
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Ms. Gordon. Okay. As I said before, for the oil surcharges, 
what’s — it is the case that for all oil sales — I’m sorry. Again, it was 
the oil overseers, it was the staff of the U.N. That brought the oil 
surcharges to the attention of the 661 Committee as soon as they 
became apparent. That was in the fall of 2000. In that case, unlike 
with the import contracts, the Security Council chose to respond 
and to put in place a very Draconian measure. However, you can- 
not lay blame on the U.N. Staff. In both cases, they advised the 
Committee correctly. In one case, the committee chose to take ac- 
tion; in the other case, it did not. 

I would like to emphasize that the smuggling was by far the 
largest amount of the illicit funds that went to Iraq by any meas- 
urement, whether it is the GAO, the Volcker report, or the Duelfer 
Report. And of the smuggling, about three quarters was through 
Jordan and Turkey comWned. That again, we now well know was 
with the approval and full knowledge of the United States in par- 
ticular. And I — and I will just end my statement there. 

[The prepared statement of Joy Gordon follows:] 

Prepared Statement of Joy Gordon, Professor of Philosophy, Fairfield 

University 

Mr. Chairman and distinguished members of the committee: Thank you for this 
opportunity to testify before this committee. In taking on the difficult endeavor of 
unraveling the complexities of the Oil for Food Program, this committee is under- 
taking a tremendously important task, and it is a pleasure to be invited to con- 
tribute to that work. This program, its successes and its failures, has broad implica- 
tions for future US foreign policy, as well as for the future of the United Nations. 

My testimony today is based on the research I have done in the field of economic 
sanctions over the last seven years, including a close study of the Iraq sanctions 
process from 1990 to 2003. In the course of my research I have become familiar with 
the scholarly work on economic sanctions in general and on the Iraq sanctions in 
particular, as well as much of the extensive body of documents generated in the 
course of the Oil for Food Program. Over the last five years I have also interviewed 
many of those involved in the 661 Committee — the committee of the Security Coun- 
cil charged with overseeing the sanctions regime imposed on Iraq — and the OFF 
program. 

Over the last year we have heard much about the failures of the Oil for Food Pro- 
gram. A great deal has been blamed on the Secretary-General for what is seen as 
an institutional failure on the part of the United Nations. As many have noted, 
there have been failures on the part of nearly everyone involved with the program. 
Most recently the Volcker Committee has explored the ethical problems involving 
Cotecna; the possibility of serious improprieties on the part of Benon Sevan, the di- 
rector of the program; and a critical concern about the scope of the program’s audits. 

But in recent months there has been growing recognition of the extent to which 
the Oil for Food Program, as well as much of the oversight, was in fact in the hands 
of the Security Council and its member states — including the United States — not 
the Secretariat. 

In my testimony today I’d like to address a number of issues concerning the Oil 
for Food Program and the accusations against it: 

1. The effectiveness of the program 

2. The magnitude of the accusations 

3. Transparency and oversight 

• Monitoring of import contracts 

• Monitoring of oil sales 

• Transparency 

4. Sources of illicit funds 

• Overland smuggling 

• Maritime smuggling 

• Kickbacks on import contracts 

• Oil surcharges 

• Iraq’s freedom to choose its trade partners 

5. The Volcker Committee reports 
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6. Who was responsible? 

• The consensus decision making rule 

• The US role 

• The State Department’s defense of US support for Iraq’s illicit trade of Jordan 
and Turkey 

7. Conclusions 

1. The effectiveness of the program 

I think it is important to begin by recognizing that the Oil for Food Program, and 
the UN staff involved, were in fact tremendously successful at raising the quality 
of life for the Iraqi population, in very measurable ways. The nutritional intake 
nearly doubled, and acute malnutrition in children dropped by half. The health care 
system was much better able to meet the population’s needs — surgical operations in- 
creased by 40%; polio was eliminated, and communicable diseases were substan- 
tially reduced. Water and sanitation improved considerably, and electricity became 
much more reliable. 

We should be particularly conscious of the significance of these accomplishments 
as we see how difficult it is been in the last two years for the US occupation author- 
ity and the interim Iraqi government to achieve similar standards. This has been 
particularly true as the security situation has deteriorated, and will probably wors- 
en as funds for reconstruction are reallocated to security costs. 

The fundamental goal of the Oil for Food Program was to improve the lives of 
the Iraqi population through the import of critical humanitarian goods, and that 
was unquestionably achieved. 

The magnitude of the accusations 

While it is common to hear that Saddam Hussein’s regime received $11 billion in 
illicit funds through the Oil for Food Program (or more recently, $21 billion), in fact 
the credible accusations are much more limited: that the former Iraqi regime ob- 
tained somewhere between $2 billion and $4.4 billion through oil surcharges and im- 
port contracts. 

According to both the GAO reports from 2004 and the CIA’s report from last Sep- 
tember, the bulk of the illicit funds that entered Iraq came from oil smuggling — 
which took place prior to the Oil for Food Program, and after 1996 occurred entirely 
outside the program. As earlier congressional hearings have made clear, Iraq had 
ongoing trade with Jordan, Turkey, and Syria for many years. 

The major GAO report maintained that from 1997 through 2002, the former Iraqi 
regime acquired $10.1 billion in illegal revenues related to the Oil for Food Pro- 
gram.” 1 $5.7 of this came from oil smuggling and $4.4 billion from illicit surcharges 
on oil sales and commissions on imports.^ The report of the CIA’s Iraq Study Group 
maintains that the bulk of Iraq’s illicit funds came from “government to government 
protocols” — ongoing trade agreements between Iraq and other countries, in violation 
of the sanctions. Iraq’s income from these, according to the report, came to some 
$8 billion, while kickbacks from import contracts were estimated to be $1.5 billion, 
surcharges from oil sales were $229 million, and private sector smuggling was esti- 
mated at $1.2 billion.3 

Thus, the most credible accusations — the GAO and ISG reports — maintain that 
the Iraqi regime illicitly received at most $4.4 billion via some aspect of the Oil for 
Food Program. 

3. Transparency and Oversight 

I’d like to address some common misconceptions about the program. Over the last 
year we’ve heard people say many times that the Oil for Food program had no sys- 
tem of oversight or monitoring, and that there was no transparency. It in fact had 
an elaborate system of oversight, and there was an enormous amount of information 
about the program and its operations that was not only available to the UN and 
the member states, but in fact was maintained for the public on the web site of OIP 
(Office of Iraq Programme), the agency established within the UN to house the Oil 
for Food Program and the UN’s other Iraq programs. 


1 “United Nations: Observations on the Oil for Food Program,” Statement of Joseph A. 
Christoff, Director, International Affairs and Trade. Testimony before the Committee on Foreign 
Relations, U.S. Senate. GAO-04-65IT, p. 2. 

2 “United Nations: Observations on the Oil for Food Program,” Statement of Joseph A. 
Christoff, Director, International Affairs and Trade. Testimony before the Committee on Foreign 
Relations, U.S. Senate. GAO-04-65IT, p. 2 

^“Comprehensive Report of the Special Advisor to the DCI on Iraq’s WMD,” 30 September 
2004, Regime finatiee and procurement section, p. 23. 
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It is important to understand that to the extent there were kickbacks or impropri- 
eties within the program, this occurred not because of a lack of systematic moni- 
toring; but rather took place in spite of an elaborate monitoring system. This moni- 
toring system involved detailed oversight by members of the Security Council, in- 
cluding extensive participation by the United States and the United Kingdom, each 
of which received copies of all contracts made by the government of Iraq for every 
purchase of humanitarian supplies and oil spare parts. 

It was OIP staff — customs officers — who notified the 661 Committee of possible 
kickbacks on import contracts, on more than seventy occasions. No member of the 
661 Committee, including the US, then exercised its right to block or delay the con- 
tract. 

It was OIP staff — the oil overseers — who notified the 661 Committee of oil sur- 
charges in October 2000. The US and UK then began withholding pricing approval 
in response. 

A. Monitoring of import contracts 

Briefly, the multi-tiered monitoring structure for south/center Iraq"* was: 

1. Distribution plan: Before an application could be submitted that would allow 
Iraq to import goods, Iraq was required to submit an exhaustive list of every single 
item it wished to import, identifying quantities and sectors where goods would be 
used, and the justification for prioritizing these goods. The Distribution Plan then 
had to be reviewed and approved by UN staff, often with modifications. 

2. OIP review: Once a contract was negotiated between the Iraqi government 
and the supplier, it was submitted to OIP. OIP staff reviewed it to see that it con- 
tained all the information required by the 661 Committee, and corresponded to the 
Distribution Plan 

3. UNSCOMAJNMOVIC: The contract was also sent to UNSCOM (later 
UNMOVIC) and IAEA, to determine if there were any military or dual use goods 

4. 661 Committee review: The contract was circulated to every member of the 
661 Committee. 5 Each member had the option of delaying the contract, asking for 
more information, or simply vetoing it. 

5. Escrow account: Under the terms of the program as designed, no program 
funds ever went directly through the hands of the Iraqi government. All proceeds 
from legal oil sales went into a UN-held escrow account, and all import contracts 
were paid for from this account. 

6. On-site inspectors: Upon arrival in Iraq, the goods were inspected by Lloyd’s 
Register (later Cotecna) to see that the quantities conformed to the contract 

7. End use monitors: Once the goods were in Iraq, staff from the UN agencies 
conducted thousands of site visits, surveys, and spot checks to determine if the 
goods were being distributed equitably and efficiently, and to gauge the adequacy 
of the program. 

B. For oil sales: 

1. The Iraqi government proposed pricing formulas, which were then reviewed by 
oil overseers and submitted to the 661 Committee for approval. 

2. Every oil contract, including the prices, delivery specifications, and all contract 
terms, was reviewed by “oil overseers” — consultants from the oil industry, hired by 
the Secretary General, with the approval of the members of the Security Council. 
They advised the 661 Committee of any irregularities. 

3. Every member of the 661 Committee had the opportunity to review any con- 
tract. Any oil contract could be vetoed by any member of the 661 Committee. 

C. Transparency 

In many ways the program was highly transparent. There was a considerable 
amount of information easily available to the general public at all times, and there 
was even more information available to the members of the Security Council, which 
was overseeing the program. 

• The Distribution Plans, showing every item that the UN permitted Iraq to con- 
tract for, for every phase of the program, were (and for phases 5-13 continue 
to be) posted on the OIP web site 


“^Note that in northern Iraq the UN executed the program on hehalf of the government of 
Iraq, and in that capacity took over some governmental functions. In south/center Iraq, the Iraqi 
government continued to perform normal governmental functions, but was monitored. 

5 Some goods that the Security Council considered uncontroversial were eventually put on a 
“green list” that bypassed the committee (pursuant to Security Council Resolution 1409) but 
went through all the other monitoring stages. However, where OIP staff found irregularities in 
“green list” contracts, they then presented those to the 661Committee. 
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• The Secretary General provided reports every ninety days on the program, includ- 

ing detailed information on both oil sales and import contracts, and on the situ- 
ation in every sector of the Iraqi economy and society, including health, agri- 
culture and nutrition, education, electricity production, telecommunications, 
transportation, de-mining. All of these reports were (and still are) posted on the 
OIP web site 

• For every 6-month phase, OIP posted charts showing the status of both oil con- 

tracts and import contracts: for every sector of the economy, how many con- 
tracts had been submitted, how many approved, how much had been delivered, 
etc. All of these were posted for each phase on the OIP web site. 

• OIP issued weekly updates with details of oil liftings, status of holds on particular 

contracts, and other items. All of these were (and are) posted on the OIP web 
site. 

• The OIP web site also listed every Security Council resolution, Secretary-General 

report, and every other major report on the program. These were (and still are) 
posted on the OIP web site. 

The transparency of the Oil for Food Program stands in marked contrast with the 
way that the sanctions program had operated in the first half of the 1990s. From 
1990-1995, Iraq was permitted to apply to the 661 Committee for permission to pur- 
chase humanitarian goods (although it could not sell oil to generate funds). How- 
ever, the 661 Committee was extremely inconsistent in what items it would permit 
and what it would not; refused to generate any guidelines or criteria that would 
allow suppliers or the government of Iraq to know what was permitted and what 
was not; was often inconsistent, permitting a contract for certain goods, such as am- 
bulance tires, on one occasion, and then a few months later denying a contract for 
similar goods; and once it denied a contract, it would not provide the government 
of Iraq or the supplier with any information as to why the goods were denied. 

4. Who was responsible? 

For many months now we’ve heard accusations leveled against “the UN” for allow- 
ing Saddam Hussein to garner illicit funds through the Oil for Food Program. There 
are some in Congress and elsewhere calling for Kofi Annan’s resignation. Yet the 
Secretariat had no decision making role in setting the terms of the Oil for Food Pro- 
gram. The program itself was a product of a Security Council resolution; all subse- 
quent modifications to the program were established through Security Council reso- 
lutions; and implementation of the program, including OIP, was overseen by the 661 
Committee, which made the decisions regarding implementation. 

Under Article 41 of the UN Charter, it was the responsibility of the Security 
Council, not the Secretariat, to enforce the sanctions regime. The role of the Secre- 
tariat was limited to execution of the program, as the program had been designed 
by the Security Council; as well as providing the Council members with information, 
and performing administrative functions. The Security Council and its members, in- 
cluding the United States, played critical roles in allowing smuggling and kickbacks 
to take place. 

A. Smuggling 

The bulk of Iraq’s illicit income, according to the GAO and the CIA’s Iraq Study 
Group, was from smuggling: $5.7 billion according to the GAO, and $8 billion ac- 
cording to the ISG. 

According to the ISG report, the majority of this trade — $4.4 billion — was with 
Jordan. A significant amount of illicit trade ($710 million) was with Turkey. Accord- 
ing to the ISG report, in 1991 Jordan informed the Council of its intention to con- 
tinue trading with Iraq, and the Council “took note,” but took no measures to rep- 
rimand or prevent Jordan from going forward with large-scale, prohibited trade. 
Similarly, in the case of Turkey, the Council turned a blind eye to large-scale illicit 
trade. This included the US, which had a strategic alliance with Turkey. All three 
US administrations over the course of the sanctions regime sent waivers to Con- 
gress, asking that aid be continued to Jordan and Turkey despite their illicit trade 
with Iraq. 

B. Maritime smuggling 

In addition to overland smuggling, there was substantial maritime smuggling as 
well. The Multinational Interception Force (MIF) was charged with interdicting 
ships engaged in illegal trade with Iraq. The MIF was created by Security Council 
Resolution 665, which called upon member states with naval forces in the area to 
intervene to enforce the sanctions. 
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According to its reports, the MIF was quite active, boarding hundreds of ships 
each year,® and there is no reason to suggest that it was incompetent or poorly run. 
However, it makes little sense to blame the UN for failing to stop Iraq’s illicit oil 
smuggling. There was no authorization for any UN entity to take actions to inter- 
vene; SCR 665 only invited member states to take these measures. 

The MIF involved some participation, at various points, from twenty or so dif- 
ferent nations. But it was overwhelmingly dominated by US naval forces. The com- 
manders at every point in the MIF’s history were US naval rear admirals or vice 
admirals in the US Fifth Fleet.’ The force itself consisted overwhelmingly of US 
ships. In 2000, for example, the US contributed 86 vessels; the UK seven vessels; 
Canada contributed one vessel for two months, and the Netherlands contributed one 
vessel for one month.® MIF commanders periodically reported to the 661 Committee. 

Kickbacks on import contracts 

OIP has been accused of failing to stop illegal kickbacks. However, OIP had no 
authority to block improper contracts. It was authorized to request clarification in 
the case of irregularities, and provide that information to the 661 committee. Only 
the members of the Security Council had the power to block contracts. Where price 
irregularities were clear, the customs officers of the OIP staff did in fact inform the 
661 Committee, giving each member the opportunity to block the contract, or to ask 
for further information before approving. On over 70 occasions, this was done. On 
none of those occasions did any member of the Council — including the US — seek to 
delay or block the contract for pricing irregularities. 

D. Oil surcharges 

In October 2000, while reviewing Iraq’s proposed pricing formulas, the oil over- 
seers noted that the proposed formulas did not reflect fair market value. In their 
contacts with potential oil buyers, they learned that the Iraqi authorities had start- 
ed requesting payment of a surcharge of up to 50 cents per barrel. The oil overseers 
reported both of these facts to the 661 Committee. In March 2001, the Secretary 
General drew attention to this problem in a public report to the Security Council. 

In response to this information, the US and UK implemented a “retroactive pric- 
ing policy.” The normal practice in the industry, and for the Oil for Food Program, 
was to set the price for the coming month. Under retroactive pricing, the US and 
the UK withheld their approval for the price until the month had passed. This 
meant that buyers literally were required to sign contracts for oil purchases without 
knowing what the price was until after they were committed. The US and UK took 
the position that this allowed the committee to determine retroactively what the fair 
market value of the oil had been the previous month, and charge buyers accord- 
ingly. Thus, the argument went, Iraq was receiving no more nor less than fair mar- 
ket value; that eliminated the premia that went to middlemen; and consequently 
eliminated the possibility that the middlemen would pay Iraq illicit surcharges. 

The new pricing policies did in fact eliminate any margin for surcharges. But it 
had another result as well: that oil sales were substantially compromised. Predict- 
ably, few buyers were prepared to purchase Iraqi oil without knowing the price. It 
did not help much to provide assurances that the price they were ultimately charged 
would be “fair market value,” as determined by the 661 Committee. As a result, the 
retroactive pricing mechanism created a financial crisis in the OFF program from 
2001-2003. In 2001, oil exports averaged 1.7 million barrels per day. In 2002, the 
average was 1.1 million BPD. By September 2002, that number had dropped to 
400,000 BPD. The result was a dramatic shortfall in funding for humanitarian con- 
tracts. As of February 2002, there were nearly 700 fully approved contracts, with 
a value of $1.6 billion, for which there was no funding; and another $5.3 billion of 
contracts on hold, awaiting approval; for a total potential shortfall of $6.9 billion. 
One member of the 661 Committee noted that “exports are now so low that the pro- 


®From 1994 to 2001, there were several hundred hoardings per year; in 2002 and 2003, there 
were over 3000 boardings per year. 

’The commanders of the MIF were Rear Admiral A.K. Taylor (1991-1992); Vice Admiral D.J. 
Katz (1992-1994); Vice Admiral J.S. Redd (1994-1996); Vice Admiral T.B. Fargo (1996-1998); 
Vice Admiral C.W. Moore Jr. (1998-2002); and Vice Admiral T.J. Keating (2002-2003). 

®In 2001, the US contributed 90 vessels, the UK contributed four, and all other participating 
countries contributed one or two. In 2002, the US contributed 99 vessels, five nations contrib- 
uted ten or more, and several other countries contributed less than ten. 
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gram is on the verge of collapsing.”^ Income remained at this reduced level for the 
duration of the program.'^ 

E. Iraq’s freedom to ehoose its trade partners 

The CIA’s report makes much of the “secret oil voucher” system, by which Iraq 
designated oil purchasers. However, this appears for the most part to be simply 
Iraq’s record-keeping system for exercising the rights it had under the terms of the 
OFF program to select its trading partners. While it may be said that particular 
purchasers should not have been approved, the fundamental decision to allow Iraq 
to choose its oil buyers and import contractors — and the political leverage that ac- 
companied that — was a decision made by the Security Council, with the participa- 
tion and agreement of the United States. It may be that the Council felt that the 
elaborate system of monitoring and the multi-tiered approval process would serve 
as a sufficient mechanism of oversight. But the decision to allow Iraq to select its 
trading partners was not a failure of judgment or oversight on the part of the Secre- 
tariat. It was a decision of the Security Council, with the agreement of the United 
States. 

5. The Volcker Committee Reports 

In its February report, the overall finding of the Volcker Committee regarding the 
account discussed (the 2.2% account) was that it was run carefully and well. The 
reports generated by the Independent Inquiry Committee chaired by Paul Volcker 
have been by far the most rigorous and careful studies of the accusations against 
the Oil for Food Program to date. Of the accusations addressed in the IIC’s reports 
thus far, some concern the operation of the program; some concern individual acts 
which did not have significant effects on the program; some improprieties served the 
interests of the Iraqi government, and some did not. 

• The most significant issue concerning the program’s structure was the claim that 

the OFF program should have conducted internal audits. This issue raised by 
the Volcker Committee goes to one of the fundamental problems in the basic 
structure of the program: that it was a program created, designed, and enforced 
by the Security Council under its powers in Chapter VII, but administered by 
the Secretariat. There is no provision in the UN Charter for the Secretariat to 
override or modify any decision by the Security Council, in any form. 

Under the terms of the program’s mandate, contained primarily in Security 
Council Resolution 986 and the Memorandum of Understanding, only external 
audits were authorized. According to the February report of the Volcker Com- 
mittee, these were conducted and submitted to the Security Council, as re- 
quired. Under standard UN practice, contracts to which the UN is a party are 
audited; but the import and export contracts in the OFF program took place be- 
tween Iraq and commercial enterprises. While we may now say that internal 
audits should have been conducted, or that the import and export contracts 
should have been audited, that was not how the Security Council chose to de- 
sign the program, and the Secretariat did not have authority to override the Se- 
curity Council on these or any other aspects of the OFF program. 

The other major issues discussed in the Volcker Committee reports released to 
date do not indicate that program’s basic structure or operations were fundamen- 
tally compromised: 

• A great deal has been said about the claim that Kofi Annan’s son may have been 

involved in the decision to award an inspection contract to Cotecna. But while 
this issue has gotten enormous attention from the media, it is not a significant 
factor in the operation of the Oil for Food Program. The Cotecna contract in- 
volved a minor part of the program (the 2.2% account). Further, the accusation 
is that the contract was improperly awarded to Cotecna; not that Iraq’s humani- 
tarian imports were compromised by any practices of Cotecna. 

• The improprieties in contracting identified by the Volcker Committee in the Feb- 

ruary report indicate that the program was subject to a series of manipulations 
for political purposes, but that these generally did not in fact serve the interests 
of the Iraqi government. The report of February 3 notes that of the three major 


®In June 2001 Iraq stopped producing oil in protest against a US proposal to modify the sanc- 
tions regime, and in April 2002 Iraq again declared a moratorium, to protest Israel’s treatment 
of Palestinians. However, the retroactive pricing mechanism was by far the major factor in the 
financial crisis of the OFF program from 2001-2003. 

10 Income from oil exports increased steadily for the first eight phases, from $2.1 billion in 
Phase 1 to $9.6 billion in Phase 8, which ended in December 2000. For Phase 9, the oil exports 
fell to $5.6 billion; Phase 10, $5.4 billion; Phase 11, $4.6 billion; Phase 12, $5.6 billion; Phase 
13, $4.4 billion. 
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contracts under the 2.2% account, only one (the banking contract) was awarded 
with the agreement of the Iraqi government; and that arrangement had the 
support of the US and UK. The Saybolt contract was improperly awarded to a 
Dutch company, on the grounds that the Netherlands supported the enforce- 
ment of sanctions against Iraq. The inspection contract to Lloyd’s Register was 
improperly awarded to a British company, through the influence of the British 
Mission to the UN. 

• The Volcker Committee gives evidence for serious concerns that Benon Sevan im- 

properly received $160,000 through his involvement with one company that 
bought Iraqi oil through the program. If true, Sevan’s actions would clearly be 
improper and may be illegal as well. However, it is not clear that Sevan in fact 
used his position to serve illicit interests on the part of the Iraqi government. 
The Volcker report indicates that the Iraqi government wanted Sevan to use his 
influence to persuade the Security council members to lift holds on oil spare 
parts and equipment. The Volcker report notes that the Iraqi government was 
disappointed that Sevan did not do so, and cancelled further oil allocations. In 
fact, Sevan did argue for lifting holds on oil spares parts and equipment, on the 
grounds that these were necessary for oil extraction. But that was also the posi- 
tion held by the oil overseers, as well as most members of the Security Council. 

6. Who was responsible? 

A. The consensus decision making rule 

Prior witnesses at these hearings have suggested that the consensus requirement 
of the 661 Committee made it difficult to establish effective oversight of the Oil for 
Food program. However, for the most part the consensus requirement in fact oper- 
ated in exactly the opposite way: in the absence of consensus, the default position 
was denial of import or oil sales, not approval. In most contexts, the consensus re- 
quirement did not prevent unilateral US action. It was in fact the structure that 
enabled the US to impose many policies and decisions unilaterally. 

• Import contracts: All contracts (except those eventually included on the Green 

List) were circulated to every member of the 661 Committee, and required the 
approval of every member of the Committee. Thus, any single member could 
block any contract, regardless of whether other members objected. 

The United States unilaterally blocked massive quantities of import contracts, 
citing security concerns. It was occasionally joined by the UK, but the over- 
whelming majority of the holds (typically 90-95% at any point in time) were im- 
posed by the US and the US alone. 

• Oil contracts: the US, joined by the UK, used the consensus rule to delay approval 

of oil pricing, and did so over the objections of others in the Council until Octo- 
ber 2001, when the 661 Committee finally agreed to retroactive oil pricing. 

• The negotiation of “rollover” resolutions (the Security Council resolutions extend- 

ing the program for an additional six months) were occasions for dispute. On 
one hand, there was considerable controversy over US holds on humanitarian 
goods; on the other hand, the US and UK would raise the issue of smuggling, 
and seek to include stronger measures against smuggling in the rollover resolu- 
tion. On these occasions, France and Russia opposed such measures, arguably 
because of their own interests. However, it appears that the US also had little 
credibility on this issue with the committee, since the US did not want to en- 
force such measures against its allies, Jordan and Turkey, but only against 
other nations. 

B. What was the US role? 

The history of the program does not support the claim that the US was concerned 
about illicit funds entering Iraq, or would have done more if it had not been stymied 
by other members of the council. By all accounts, and based upon the US policies 
and decisions, the US was singularly preoccupied with military concerns, in par- 
ticular WMD. 

• The US blocked billions of dollars of import contracts — $150 million as of Novem- 

ber 1998, then growing to $5 billion as of July 2002. All of these were blocked 
on the grounds that they contained items that could have military applications, 
or else contributed to Iraq’s infrastructure, thereby creating the possibility of 
rebuilding its military capacity. 

There was nothing in the 661 Committee’s procedures that prevented the US 
from blocking questionable contracts, for either imports or oil sales. To the con- 
trary, the consensus rule was the mechanism that allowed the US to impose 
far greater restrictions on import and oil sales than other members of the Secu- 
rity Council supported. 
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• The US declined to block any of the import contracts presented, on the more than 

seventy occasions on which the US and the other member states were explicitly 
informed by UN staff of pricing irregularities suggesting possible kickbacks. 

• US officials did on occasion report rumors of kickbacks and ask for investigations. 

However, when asked to provide specifics that could be investigated, US offi- 
cials failed to provide any information on which to base an investigation. 

• All three US administrations explicitly permitted large-scale illicit overland trade 

between Iraq and Jordan, and between Iraq and Turkey, throughout the history 
of the sanctions regime. 

• To the extent that there was maritime smuggling, this occurred not through fail- 

ures on the part of the UN, but rather on the watch of the US Fifth Fleet. The 
MIF fleet was overwhelmingly made up of vessels from the US Fifth Fleet, and 
was at all times commanded by US naval officers. 

• The US approved the hire of every oil overseer hired by the Secretariat 

• When the oil overseers — UN staff — informed the 661 Committee of pricing irreg- 

ularities in oil sales, the US and UK implemented a harsh policy of retroactive 
pricing. Far from being stymied by other members on the Council, this practice 
began despite the objections of others on the Council. 

• The US voted for Security Council Resolution 986 and agreed to the Memorandum 

of Understanding, which gave the government of Iraq the right to select its 
trading partners. This was crucial in permitting Iraq to use the OFF program 
to generate political support. 

• The US voted for Security Council Resolution 986, which only required the OFF 

program to be subject to external audits, not internal audits. 

C. The State Department’s defense of US support for Iraq’s illicit trade with Jordan 
and Turkey 

In the congressional hearings that have taken place over the last several months, 
it has become known publicly what research specialists have known for the entire 
Iraqi sanctions episode — that all three US administrations turned a blind eye to this 
smuggling, and in fact took efforts to prevent the imposition of penalties under US 
law.ii Despite more than a year of harsh attacks on the United Nations — particu- 
larly the Secretariat — for claimed mismanagement of the Oil for Food Program, the 
fact is that the bulk of the illicit funds that the Iraqi regime acquired in fact had 
nothing to do with the Oil for Food Program. 

It is clearly a matter of some embarrassment to the State Department that the 
United States itself knew, approved of, and took efforts to protect the ongoing smug- 
gling which generated the majority of these funds, specifically in regard to Turkey 
and Jordan. The current response of the State Department is that this smuggling 
was legitimate and transparent, unlike that smuggling, done by Syria, or other cor- 
rupt practices such as kickbacks and bribery. Such a claim seems quite absurd in 
light of the actual history of US policy choices. 

• In light of the research conducted by Dr. Paul Conlon, who testified before Con- 

gress last month, it is not correct to portray Jordan as being honest and above- 
board, when there was evidence from nearly the beginning that Jordan mis- 
represented its activities to the Committee on an ongoing basis. Indeed, it was 
Dr. Conlon himself who wrote the report informing the 661 Committee of this.^^ 

• In the case of Turkey, it was precisely the fault of the United States that Turkey’s 

ongoing illicit trade was not granted any legitimacy. Whereas other countries 
on the 661 Committee repeatedly asked that Turkey’s appeal for relief under 
Article 50 be considered, and Turkey placed this on the Committee’s agenda 
over a dozen times, it was the United States (occasionally joined by the UK) 
that blocked the Committee from considering Turkey’s request. 

The State Department’s current position 

In his testimony on April 12 before the House Committee on Government Reform, 
Thomas Schweich of the State Department maintained that the large-scale ongoing 
illegal trade that Iraq maintained with Jordan and Turkey was “in no way com- 


Mr. Schweich explained in his testimony, since 1991, under federal law there have been 
restrictions on US assistance to countries not in compliance with Security Council sanctions 
against Iraq. However, all three administrations filed waivers with Congress throughout the his- 
tory of the sanctions regime, finding that it was in the national interest to provide aid despite 
these violations. 

12 “Data on Iraqi Trade/Rev. 3,” memorandum dated 1 December 1993 from Paul Conlon to 
James C. Ngobi 
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parable to the kind of corruption, bribery, or kick backs” that have been investigated 
by congressional committees. 

According to Mr. Schweich, the 661 Committee’s decision to turn a blind eye to 
Jordan’s smuggling was “not a back room deal.” Rather, he said, in 1991 Jordan 
sought relief under Article 50 of the UN Charter, and the Committee never acted. 
Consequently, Jordan informed the Committee that a loss of trade with Iraq would 
cause considerable damage to its economy, and simply notified the Committee that 
it intended to continue importing oil from Iraq. The Committee “took note” of this 
without objection, and asked Jordan to report on its trade. Thus, according to Mr. 
Schweich, “it wasn’t really secretive.” Similarly, according to Mr. Schweich, in 1996 
Turkey requested Article 50 relief, also because of the consequences of sanctions on 
the economy. He stated: 

The Jordanian and Turkish protocols were done to alleviate economic hard- 
ship, it was an exception to the sanctions regime because of the severe con- 
sequences that a failing Jordanian and Turkish economy might have on the 
world, it was done transparently, openly with the knowledge of the entire 661 
Committee and the international community and for a valid purpose. 

And to allow countries and individuals to equate that with the type of corrup- 
tion that went on could seriously undermine our efforts to reform the UN that 
are going on now. 

Other countries, such as Syria, did not receive similar relief, according to Mr. 
Schweich; Turkey and Jordan, by contrast, “came hat in hand, asked for Article 50 
relief, and really did it hy the book. Syria just engaged in massive fraud . . .” 

Contrary to the State Department’s claims, the open smuggling was never consid- 
ered legal. There was clear favoritism based upon US strategic alliances, not altru- 
ism or international law; and the US in fact blocked attempts to grant proper, 
transparent, legal relief under Article 50. 

Jordan 

In his 1996 article “How Legal Are Jordan’s Oil Imports from Iraq?”’ Dr. Paul 
Conlon wrote about this issue in great detail. He noted that: 

• When India made a similar request, citing the Security Council’s approval of Jor- 

danian trade, it was rejected. In a formal opinion “of considerable precision and 
clarity” from the office of the UN’s Legal Counsel, “the Committee concluded 
that an exemption would be illegal.” 

• Although Jordan provided annual reports to the 661 Committee concerning its 

Iraq trade, by 1993 it was apparent that these reports were not truthful. Jor- 
dan’s official reports to the UN data base on world trade reported much higher 
amounts.'® An internal report regarding these discrepancies was circulated to 
multiple members of the 661 Committee, but the committee declined to discuss 
it. 17 

• Research conducted in 1994 indicated that “considerable manipulation was in- 

volved” in Jordan’s reports to the 661 Committee: Jordan’s actual oil imports 
from Iraq — according to Jordan’s own reports to other UN bodies — were 81% 
greater (in dollar value) than the amount it reported to the 661 Committee.'® 

• There in fact was no transparency on this issue. Some countries believed that the 

committee had actually granted Article 50 relief.'^ While the illicit trade was 
widely known, “[o]riginally, the pseudo-agreement’s existence was held to be a 
secret. It was never mentioned in any published UN document.”™ 

• The practice of “taking note” of Jordan’s practices, which occurred each year, had 

no basis in any relevant legal authority, either Article 50 or paragraph 23 of 
Resolution 687.7' 

• This arrangement continued well past any legitimate concerns with Jordan’s in- 

ability to obtain substitute oil supplies. Far from seeking alternate sources of 
oil, Jordan actually increased its dependence on Iraqi oil during the sanctions 

regime.72 


'3 All quotes from Mr. Schweich are from the Federal News Service transcript of his testimony 
(unpaginated). 

Florida State University Journal of Transnational Law & Policy, vol. 6 (Fall 1996). 

15 Ibid., p. 112. 
i«Ibid., p. 115. 

17 Ibid., p. 116. 
inibid., p. 117. 
i«Ibid., p. 118. 

70 Ibid., p. 115. 

71 Ibid., p. 114. 

77 Ibid., p. 116. 
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In the case of Jordan, there was no transparency. An open secret of improper ac- 
tivities is not “transparency.” Nor could the 661 Committee view this as legal, in 
light of the legal opinion stating strongly that it was not. 

Turkey 

In a letter dated August 5, 1996, Turkey submitted a formal request to the 661 
Committee for relief, citing the economic hardship due to trade disruption with Iraq 
resulting from the sanctions. Turkey sought permission to resume oil imports, and 
to in turn provide Iraq with goods for the civilian population. Far from supporting 
Turkey’s appeal for Article 50 relief, the US delegate on the 661 Committee said 
in an August 1996 meeting (meeting no. 142) that Turkey’s request would com- 
promise the integrity of the sanctions regime, and that the matter should be post- 
poned to a later time. The issue was raised again, and again, and again — in meeting 
143 (August 28, 1996); meeting 144 (October 14, 1996); meeting 145 (December 3, 

1996) ; meeting 146 (December 18, 1996); meeting 148 (January 28, 1997); meeting 
150 (February 21, 1997); meeting 151 (March 17, 1997); meeting 152 (March 24, 

1997) ; meeting 155 (May 14, 1997); meeting 157 (June 11, 1997); meeting 159 (July 
17, 1997); meeting 160 (August 27, 1997); meeting 166 (January 4, 1998); meeting 
171 (May 12, 1998); meeting 172 (June 18,1998); and meeting 176 (December 1, 

1998) . 

As the issue dragged on for years, the US position remained unchanged. Again 
and again, the US delegate reiterated the same position: that the view of the United 
States had not changed, thus blocking any possibility of considering Turkey’s appeal 
for relief in a public, legal, and transparent form. 

It was the US who maintained that the Committee did not have authority to 
grant a sanctions exemption to Turkey — over the opposition of others on the 661 
Committee. In one instance, the US objected to a French proposal that the Secre- 
tariat provide a report on the effects of the sanctions on neighboring states.^^ The 
delegates from China and Bahrain spoke in support of the proposal. However, the 
US (joined by the UK) refused to agree, thus preventing consensus (effectively 
vetoing) even a request to the Secretariat to provide information on the impact of 
sanctions on Turkey and other nations. 

Conclusion 

In the cases of Jordan and Turkey, the State Department currently maintains 
that the US did not approve of or participate in any impropriety, on the grounds 
that these arrangements were transparent and honest. They were not. 

7. Conclusions 

• The bulk of the illicit funds that arrived in Iraq over the course of the sanctions 

regime had no relation to the Oil for Food Program. They occurred through 
large-scale ongoing smuggling, which began well before the OFF program, and 
had no relation to the program at all. 

• Contrary to common views, the Oil for Food Program did not “give Saddam Hus- 

sein a free hand” to use oil proceeds as he wished, without oversight or moni- 
toring. Rather, the OFF program had multiple levels of oversight for both im- 
port contracts and oil sales, involving scrutiny by UN staff and by every mem- 
ber of the Security Council, of nearly every aspect of every transaction. To the 
extent that there were kickbacks or other improprieties in the program, these 
occurred not for lack of oversight; but rather occurred despite an elaborate sys- 
tem of oversight. 

• Contrary to common views, the Oil for Food Program was not characterized by 

an absence of transparency. In many regards the program was highly trans- 
parent, not only to the members of the Security Council — which authorized and 
supervised the program — but to the general public as well. 

• Contrary to common views, the UN Secretariat was not responsible for what are 

seen as the major failures of the program: the ability of Iraq to choose its trade 
partners; the kickbacks on import contracts; the surcharges on oil contracts; the 
large-scale smuggling. The design of the program, and the enforcement of the 
sanctions, was in the hands of the Security Council and its members, not the 
Secretariat. 

• Contrary to common views, the US did not show significant concern regarding 

smuggling and kickbacks. Rather, the US was preoccupied with blocking mili- 
tary goods from entering Iraq. The US generally showed a lack of interest in 
stopping illegal funds from entering Iraq, and this was particularly true where 
US strategic allies were involved in illicit trade with Iraq. 


23 Meeting 171, May 12, 1998. 
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• It is not plausible to attribute the poor humanitarian situation in Iraq to the fail- 
ures of oversight of the Oil for Food program. These kickbacks and oil sur- 
charges are estimated to be at most $4.4 billion, over the seven-year course of 
the program. What was far more damaging to Iraq’s economy and society were 
the limitations that compromised oil sales (including retroactive oil pricing) and 
large-scale holds on equipment and goods necessary for infrastructure and for 
the operation of an industrialized society — electricity production, water and 
sewage treatment, telecommunications, transportation, construction, industrial 
production, agriculture. These were imposed almost entirely by the United 
States. US holds on critical humanitarian and infrastructure supplies at just 
one point in time — July 2002 — totaled some $5 billion. In the end, the total 
goods that actually arrived in Iraq from the program’s inception through May 
2003 came to only $4.6 billion per year, or about $191 per person per year. The 
extreme impoverishment of the Iraqi population would not have been signifi- 
cantly affected if that amount were increased to $200 per person per year, 
which is approximately the difference that $4.4 billion would have made. 

We may be shocked that as much as $4.4 billion in illicit funds slipped 
through the oversight structures of the Oil for Food Program. But the reality 
is that in the face of such severe, longstanding, and widespread impoverish- 
ment, the actual impact of the kickbacks and surcharges that have been de- 
nounced by many as a scandal of historic proportions was in fact negligible in 
comparison to the economic sanctions themselves, and the additional strictures 
imposed by the US and the UK. 

Mr. Whitfield. Dr. Gordon, thank you very much. And I appre- 
ciate the testimony of all of you. I might say that Gerald Anderson 
will he testifying on the next panel, and I do know that in his testi- 
mony he is going to say that the U.S. and Britain made 40 at- 
tempts in formal and informal meetings with the 661 Committee 
to address the oil surcharge problem. 

Now, Mr. Smego, you testified that you reviewed more than 
23,000 pages of documents or DVDs equivalent of 23,000 pages. Is 
that correct? 

Mr. Smego. That is correct, sir. 

Mr. Whitfield. And these are documents from the Iraqi Intel- 
ligence Service or the state oil ministry? 

Mr. Smego. The 23,000 pages were actually from a larger 
amount of 60,000 pages from the Iraqi State Oil Marketing Organi- 
zation, otherwise known as SOMO. 

Mr. Whitfield. And did you translate Iraqi Intelligence Service 
memos? 

Mr. Smego. Yes. I also did translate nine documents from Iraqi 
Intelligence Service. 

Mr. Whitfield. And, now, you were with the Iraqi survey group 
for a period of time. When was that? 

Mr. Smego. That is correct. I was there from April 2004 to Janu- 
ary 2005. 

Mr. Whitfield. Now, it appears that in some point in 2000, Sad- 
dam Hussein began demanding a surcharge on Iraqi oil contracts. 
During the course of your work, did you uncover any documents 
pertaining to those oil surcharges? 

Mr. Smego. Absolutely, sir. 

Mr. Whitfield. And which exhibit is that? 

Mr. Smego. Exhibit 1. 

Mr. Whitfield. And what does that say? 

Mr. Smego. Exhibit 1 is a handwritten document in English re- 
garding contracts under the eighth phase of the Oil-for-Food pro- 
gram stating that the buyer — it is between the seller and the 
buyer — for the purchase of however many barrels of crude oil, and 
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that a payment of so much dollars per barrel would be charged as 
a surcharge. 

Mr. Whitfield. And paid either directly in cash or to a SOMO 
bank account? 

Mr. Smego. That is correct. 

Mr. Whiteield. And who signed that document? 

Mr. Smego. At the first page, at the top left of the document it 
is signed by Amer Mohammed Rasheed, who was the minister of 
oil at that time. 

Mr. Whitfield. Okay. Now, during the course of your work for 
the committee, did you examine any documents that purport to 
show that Saddam Hussein and members of his regime used, or at 
least attempted to use oil allocations under the program to influ- 
ence individuals and entities? 

Mr. Smego. Absolutely. Certain documents within the Iraqi In- 
telligence Service, for example, document 3 — excuse me. Exhibit 3 
in 1998 states that Iraq was planning to take a portion of its oil 
during the phase and distribute it to friendly companies and distin- 
guished personalities. Approximately 80 million barrels “to the 
friendly nations, companies, and political establishments,” at the 
rates specified. 

Mr. Whiteield. Okay. And that was Exhibit 2 or 3? 

Mr. Smego. That was Exhibit 2. I stand corrected. 

Mr. Whitfield. And Exhibit 2, does it also mention Russia, 
France, and China? 

Mr. Smego. Yes. At the rates of Russia receiving 40 percent, 
France 15 percent, and China 11 percent of the approximately 80 
million barrels. 

Mr. Whitfield. And then on Exhibit 3, does it specifically men- 
tion those countries as being a part of the permanent membership 
of the Security Council? 

Mr. Smego. Absolutely. Exhibit 3 is a disclosure of the oil alloca- 
tions after the sixth phase. It is subtitled Special Orders. 

Mr. Whiteield. Now, they refer I believe in that exhibit also to 
standard oil — standard orders and specific orders or special orders. 
What’s the difference in those two? 

Mr. Smego. Underneath special orders, the committee can see 
that certain entities and individuals are listed. They are non- 
standard — they are not oil companies themselves. So one could cer- 
tainly draw the conclusion that the standard orders were for the 
oil companies, whereas the special orders were for those entities 
that were not standard purchasers. 

Mr. Whitfield. Now, is my understanding correct that, under a 
special order, you can literally walk away from the contractual obli- 
gation? 

Mr. Smego. I would not be qualified to answer that. 

Mr. Whitfield. Okay. Now, I want to ask you a few questions 
about this Iraqi Intelligence Service documents. You mentioned 
that you translated I think nine of those; is that correct? 

Mr. Smego. Yes. Nine documents, sir. 

Mr. Whitfield. Does it appear from those documents that Sad- 
dam Hussein attempted to implement a strategy of improving rela- 
tions with the French government? 
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Mr. Smego. Certainly. By January 2002, under Exhibit 4, a 
memorandum from the Office of the Secretary of the President 
Abed Hamid al-Hattab, stated, and I quote: “the present leader, 
God bless him, ordered the improvement of dealing with France.” 

Mr. Whitfield. And did the IAS subsequently take steps to 
carry out that directive from Saddam Hussein? 

Mr. Smego. Yes, sir. The Exhibit 5 states, with the subject of 
Iraqi-French relations, to prepare an Iraqi delegation to France in 
exchange for an invitation of French delegations to Iraq. And that 
specifically, under point number 5, economic privilege such as oil 
and trade was to be given to French political and economic individ- 
uals close to the center of political decisionmaking. 

Mr. Whitfield. Okay. 

Mr. Smego. There was also allegations of support — or at least, I 
should say, number 7 specifies the study, the possibility to support 
one of the candidates in the French Presidential elections. 

Mr. Whitfield. Okay. Now, let me ask you. On exhibit 11 — or 
I want to call your attention to that a minute. This document pur- 
ports to show that the regime, the Saddam Hussein’s regime subse- 
quently refined their strategy on influencing French companies or 
delegations, et cetera. Could you discuss for us what that says? 

Mr. Smego. Absolutely, sir. By April 2002, point 2 approves the 
granting of contracts to the French companies which are the most 
important and influential in the French field. However, point 3 of 
the document refines it in saying that: Regarding the subject of 
doing business with the small French companies, it is understood 
that the small companies are not beneficial to the country. Mean- 
ing Iraq. 

Mr. Whitfield. So they focused on large French companies? 

Mr. Smego. Absolutely. The small companies apparently did not 
pan out for them. 

Mr. Whitfield. Now, did you find any documents during your 
work for the committee that identified specific individuals that the 
regime sought to target? 

Mr. Smego. Yes, sir. Examples 6 and 7 are the best — Exhibits 6 
and 7 are the best examples of such. 

Mr. Whitfield. Now, Exhibit 6, what does it say in Exhibit 6? 

Mr. Smego. The subject of the memorandum, it’s dated in Feb- 
ruary 2002 from the assistant director of the Iraqi Intelligence 
Service to the director regarding Iraqi-French relations. They 
named 12 French individuals of influence, among them the former 
French president Valery Giscard d’Estaing, Charles Pasqua, Jean- 
Pierre Chevenement. Please forgive my pronunciation of French 
names. Jacques DeLors. And other individuals. 

Mr. Whitfield. Now, did you find any documents showing that 
any payments were made, for example, to Charles Pasqua? 

Mr. Smego. The documents that I have presented here today, I 
do not have anything that directly denotes a payment to Mr. 
Pasqua. However, there were several documents regarding — or that 
at least mentioned Mr. Pasqua in them. Among them, the first 
would be Exhibit 13. 

Mr. Whitfield. And according to the Duelfer Report, Mr. Pasqua 
received allocations for 11 million barrels of oil, of which 10.75 was 
actually lifted. But would you walk us through Exhibit 13? 
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Mr. Smego. Certainly. Exhibit 13, the first bullet under which 
states that: First of all, the subject is the French individual or dig- 
nitary, Charles Pasqua, that Saddam Hussein personally approved 
designating 3 million barrels of oil to Charles Pasqua. And that the 
Frenchman Bernard Guyet, who represented Charles Pasqua also 
visited and requested the contract be under Genmar Company. It 
was a Swiss company. However, when the Iraqi side made it clear 
that it was necessary to choose a French company, apparently Mr. 
Bernard Guyet stated that it was not possible for political reasons. 

Mr. Whitfield. And was there any additional information on 
that page? 

Mr. Smego. Absolutely. When the Iraqi State Oil Marketing Or- 
ganization requested from Mr. Guyet a letter of authorization from 
Mr. Charles Pasqua to Genmar for Genmar to lift the crude oil, Mr. 
Guyet refused and clarified that they could not provide that be- 
cause of a fear of political scandal. 

Mr. Whitfield. Okay. 

Mr. Smego. Subsequently, a few days later. Exhibit 14, a letter 
from the office of the deputy prime minister reminds the SOMO ex- 
ecutive director that Mr. Bernard Guyet is the diplomatic and polit- 
ical adviser for Mr. Pasqua, and he represents him to receive the 
oil allocation. 

Mr. Whitfield. Okay. Now, are you familiar with a company 
called Ibex Energy? 

Mr. Smego. Yes, sir, I am. 

Mr. Whitfield. During the course of your work, did you find any 
documents relating to Ibex? 

Mr. Smego. Yes, sir, I did. 

Mr. Whitfield. Is Ibex a French company? 

Mr. Smego. I would not be qualified to answer that. 

Mr. Whitfield. Okay. 

Mr. Smego. Exhibit 37, if you would, please. Now, the Iraqi docu- 
ment does specify that Ibex Energy is a French company, but I 
have not validated such. 

Mr. Whitfield. Okay. 

Mr. Smego. Exhibit 37 is a letter from the Iraqi vice president 
Taha Yassin Ramadan, who addressed the letter to the minister of 
oil approving the supply of Ibex with a quantity of 1.8 million — or, 
excuse me, 1.8 million barrels of oil to be included in phase 5 spe- 
cifically “as the beginning of doing business with this company as 
well as to know the potential of advantage from their activities in 
other fields.” 

Mr. Whitfield. And then I notice on Exhibit 38 a payment of 
$19,700 was made to a Portuguese citizen named Armando Carlos 
for services rendered. Is that correct? 

Mr. Smego. Yes, that is correct, it did appear on Exhibit 38. 

Mr. Whitfield. And who is Mr. Carlos? 

Mr. Smego. Mr. Carlos is apparently an oil inspector as reviewed 
in Exhibit 39. 

Mr. Whitfield. And what does Exhibit 39 point out? 

Mr. Smego. Exhibit 39 is a letter from the minister of oil in April 
2002 to the deputy prime minister stating that two additional 
quantities of oil had been loaded from the Min al Bakar terminal 
with the coordination of the oil inspector, the agreement with the 
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oil inspector for his share of 2 percent of the profit of the additional 
quantity in exchange for his services. And point 3 specifically 
names that Armando Carlos has been paid $105,819 for both afore- 
mentioned shipments. 

Mr. Whitfield. Okay. I see my time has expired. So at this 
point, I would recognize Mr. Stupak for 10 minutes of questioning. 

Mr. Stupak. Mr. Smego, in your testimony you were requested 
to look for documents that referred to particular topics. Is that cor- 
rect? 

Mr. Smego. That is correct, sir. 

Mr. Stupak. What were those topics? 

Mr. Smego. The majority counsel specified that we would be 
searching the oil documents for transactions that would be from en- 
tities or regarding individuals or entities from the United Nations 
permanent Security Council member nations that did not appear to 
have an established history in the oil trading industry. 

Mr. Stupak. So if an oil company would be an established entity 
that had traded in the oil world market, you wouldn’t look at 
those? 

Mr. Smego. We generally went over the companies that did not 
have a specific influence or any signs of outside influence or use 
of oil for influence. 

Mr. Stupak. Well, did you look for things like Coastal Oil? Did 
you look for that entity. 

Mr. Smego. Coastal Oil did appear. Coastal Oil documents were 
very lightly referenced in those pages. 

Mr. Stupak. But they were referenced. 

Mr. Smego. But we do not have anything that was presented 
here today. 

Mr. Stupak. Why not? 

Mr. Smego. It was not the discretion — or, excuse me; it was at 
the discretion of the majority counsel. 

Mr. Stupak. What about Bay Oil? 

Mr. Smego. Again, that would be at the discretion of the major- 
ity counsel. 

Mr. Stupak. Did you see Bay Oil in there, though? 

Mr. Smego. I do not recall any specific documents. 

Mr. Whitfield. Mr. Stupak, I might just mention, in the binder 
there are some letters from Oscar Wyatt of Coastal that was trans- 
lated by Mr. Smego. I just would point that out to you. It is Exhib- 
its 40 and 41. 

Mr. Stupak. So the documents you looked at, you were really di- 
rected by the majority counsel to look at these documents and you 
didn’t go much further than that? 

Mr. Smego. There were 21 DVDs containing 60,000 pages. We 
certainly had our hands full with the amount of pages, and to 
quickly triage or at least have gone through 23,000, we hit what 
we could. 

Mr. Stupak. Okay. I guess what I am trying to focus on, how did 
you focus your investigation; on what majority counsel told you, or 
were you trying to get at companies that dealt with Iraqi Oil-for- 
Food program that looked questionable? 
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Mr. Smego. I brought documents to the attention of the majority 
counsel. It was upon his approval that documents would be trans- 
lated and presented. 

Mr. Stupak. Okay. Besides looking at these documents as far as 
them being accurate, would you have any personal knowledge of 
them being accurate? 

Mr. Smego. Would you be saying authentic, or the translation? 

Mr. Stupak. Authentic. I am sure your translation is correct. The 
authenticity. 

Mr. Smego. I am not sure if I would be qualified to provide an 
answer, based that I have not inspected the original document 
itself 

Mr. Stupak. Okay. Do you know whether the statements con- 
tained in these documents like Exhibit 4 and 5 and 11 and 6 and 
7, do you know if they are true? 

Mr. Smego. I can simply state that the documents were written 
by, or at least from the perspective of the Iraqi side, whether the 
author of the Iraqi document put fact in there I am not aware. I 
cannot confirm the facts. I can simply tell you what the document 
states. 

Mr. Stupak. Should we assume, then, that only the people who 
wrote them and those who received them can really testify as to 
their truthfulness or accuracy? 

Mr. Smego. Well, I can simply tell you what the language states. 
Whether to be confirmed or not, no in-depth analysis was per- 
formed. 

Mr. Stupak. Okay. When you look at so many of these docu- 
ments, some of these dates just seem to be off base. One date, and 
then it is a year later you see another date. Like, take document 
2 and 3, the ones you pointed out here. Take a look at No. 2. The 
date on that document, if I am reading this right, is November 22, 
1998. And then you look at document No. 3 which you reference as 
part of it, and that is a year later. 

Mr. Smego. Yes, those dates are accurate. 

Mr. Stupak. So how do you tie these two into each other is, I 
guess, what I am trying to figure out. On Document 2 you say Rus- 
sia gets 40 percent, France 50, and China 11. And then you go to 
document No. 3 here and it is a whole year later. 

Mr. Smego. That is correct, sir. In November 1998 the decision 
was made to withhold a portion of the oil during that phase and 
split it as we have — the document states. Exhibit 3 shows that a 
year later, that the Iraqi State Oil Marketing Organization had put 
together a spreadsheet outlining No. 1, 2 and 3, being Russia, 
China and France, under the subheading of “countries of perma- 
nent membership.” 

Mr. Stupak. Okay. In this whole deal here, when you talk about 
individual profits, these individuals again, this, for Mr. Pasqua and 
all that, whether they received that money you have no idea; right? 

Mr. Smego. I do not have access, or I was not presented with any 
documents regarding that. I can simply have the documents from 
the State Oil Marketing Organization. 

Mr. Stupak. Okay. 

Dr. Gordon, if I can ask you this question. In your testimony you 
seem to put all the blame on the problems with the Oil-for-Food 
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program on the Security Council and 661 sanctions committee. I 
call it the sanctions committee. Do you believe that the U.N. staff 
and the Office of Iraqi Programs were aggressive enough in identi- 
fying the problems and bringing them to the sanctions committee 
attention? 

Ms. Gordon. Yes. From everything I have seen I think that is 
quite true. If you look at what is called the customs officer within 
the OIP, they absolutely did find several dozen instances of clear 
price irregularities and all of those occasions brought them directly 
to the 661 committee. In the case of the oil overseers it was the 
same. They noted very quickly when the oil prices were not con- 
sistent with fair market value, immediately brought these to the 
attention of the 661 committee. That is correct. 

Mr. Stupak. Mr. Fawcett, do you agree with that? 

Mr. Fawcett. No, I don’t. I think out of the 20,000 contracts for 
the U.N. officials, to find 70 that were a problem, I think they 
could have done that by the end of breakfast. The fact that these 
were 

Mr. Stupak. What would make a contract out of order, then, 
other than price? 

Mr. Fawcett. I think price, the fact that there was no competi- 
tive bidding, should have shown to anyone looking at this — to see 
a company from a country that is closely allied with Iraq would im- 
mediately raise the attention of an inspector or of a customs offi- 
cial. Also, the great majority of the goods going in were commod- 
ities. They were not difficult to price. It was not difficult to work 
out what was the standard world price for a commodity; therefore, 
what should the price actually be. 

Mr. Stupak. You said one of the things you look at is countries 
closely aligned with Iraq. But 75 percent of that oil ended up back 
here in the United States, and the United States really isn’t closely 
aligned with Iraq. 

Mr. Fawcett. Correct. But we are talking about the contractor, 
the first contractor. The game with the oil purchases was to allow 
someone else to pay the kickbacks, not the major oil companies of 
the world, not the refiners. Clearly, the end user would know there 
is a problem, but they would not be the one paying the kickback 
themselves. 

Mr. Stupak. And everyone knew there were kickbacks going on. 

Mr. Fawcett. Absolute, without a doubt. 

Ms. Gordon. Mr. Stupak, I wonder if I might address this notion 
that only 70 of the 20,000. 

Mr. Stupak. Sure. 

Ms. Gordon. I understand Mr. Fawcett to be suggesting that 
they weren’t working that hard to come up with that 70. I think 
what is important to understand is that the Iraqi Government was 
not stupid. If they had had extreme price irregularities and fre- 
quency, that would have been noted. What they did do was pad the 
contracts, for the most part, in fairly small amounts, 5 to 10 per- 
cent, where the result of padding was often in contracts that were 
made to order, that were built to specifications, for which there 
were not in fact standard oil prices. 
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I think what we see is not a failure to discern extreme pricing 
irregularity, but in fact consistence in finding those. And no one is 
seeing the irregularities when they were marginal, 5 to 10 percent. 

I would also point out that by the history of what we have seen 
so far, there is no reason to think that the Security Council would 
have responded any differently if in fact OIP had presented more 
contracts with price irregularities. 

Mr. Stupak. Mr. Fawcett, let me ask you this. In your longer re- 
port, you stated that although the major oil companies stopped 
buying Iraqi crude from middlemen after Saddam imposed a sur- 
charge, BP and Exxon began to buy again after just a couple of 
months and claimed they did not deal with companies that did pay 
surcharges. Do you think their claims should be investigated? And 
wasn’t the surcharge just passed on to the end user, basically the 
American people? 

Mr. Fawcett. From all appearances, that is correct. 

Mr. Stupak. Do you think it should be investigated? 

Mr. Fawcett. I think someone should investigate, whether it’s 
this committee or not. And if you do, I am glad to help. 

Mr. Stupak. Thank you. It looks like my time’s expired Mr. 
Chairman. 

Mr. Whitfield. Thank you Mr. Stupak. 

At this time I will recognize the chairman of the committee, Mr. 
Barton, for 10 minutes. 

Chairman Barton. Thank you, Mr. Chairman. I have got some 
general questions. Then I am going to have some specific questions 
about the documents that are before the subcommittee this after- 
noon. 

My first general question is to Mr. Fawcett. Do you have any es- 
timation of how many billions of dollars were skimmed from the 
Oil-for-Food program? 

Mr. Fawcett. I think the estimates have continually risen. In 
2002 we estimated it was about 2.1 or 2.2 billion. However, we 
have not looked at the humanitarian supply side. So clearly it is 
higher. I think the latest is up to 4, 4.5. And whether that is the 
end or not, I doubt it. The one thing I’ve seen about this program 
is it’s always worse than you think. 

Chairman Barton. Well, let me ask you a question. Regardless 
of how many billions were taken off the top, how much of that 
money, say we got a — if it could be proven that one of these offi- 
cials got a personal voucher — and the one that is referenced in one 
of the documents is this Mr. Pasqua — be allocated 3 million bar- 
rels, well at $15 a barrel, that is $45 million. At $20 a barrel that’s 
$60 million. If we could locate those funds, could they be recovered 
and remitted to the current Iraqi Government? 

Mr. Fawcett. Well, the vast majority of that money actually 
went to the U.N. Account. We are only looking, on the kickback 
you’re looking at maybe 50 cents a barrel, maybe less. So the type 
of money there would be $1 million, $1.5 million. However 

Chairman Barton. So the fact that he got the voucher, he didn’t 
get the total proceeds. 

Mr. Fawcett. No, not at all. 

Chairman Barton. Even if we could prove it, nobody alleges that 
he got the full value of those 3 million times whatever. 
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Mr. Fawcett. Not at all. 

Chairman Barton. He got some sort of a commission. 

Mr. Fawcett. That’s correct. However, to address your point of 
the bigger picture of recouping Iraqi assets, let’s not forget that 
over history and over time, over the last three decades, Saddam 
has ripped off tens of billions of dollars, long beyond the Oil-for- 
Food. The highest estimate we have heard is $140 billion. The Oil- 
for-Food program is really only the latest, and that is what makes 
it important because it provides a window into Saddam’s manipula- 
tion over the last 30 years. And the most recent information that 
we have, and this is why I think these investigations are very im- 
portant, is they might lead us toward the money that he stole over 
time. 

Chairman Barton. Well that’s my point. You made it better than 
I could through questioning. That at some point in time, all the in- 
vestigations by all the various committees, various international 
bodies, not just the U.S. Congress, hopefully will result in an iden- 
tification of recoverable assets. 

Mr. Fawcett. Absolutely. And that’s — again, the Oil-for-Food is 
important because it is more recent. The old rip-offs have now been 
turned into investments, into real estate, into stocks, into bonds, 
into things that wealthy individuals invest in, much more difficult 
to find. But if we see in the Oil-for-Food, we find the same mecha- 
nisms, the same people involved that helped Saddam launder his 
money back in the seventies and eighties, so instead of separating 
this out and saying, well, he only ripped off this amount in the Oil- 
for-Food and he smuggled this amount, actually the stories should 
be merged in order to do the best for finding the ripped-off assets 
and returning them to the Iraqi people. 

Chairman Barton. Well, step one is to identify the theft. Step 
two is to recover the goods if we can identify where the stolen 
goods were. And unfortunately, and it is frustrating and I think 
members on both sides of the aisle share the frustration. We are 
still in step one. I’d rather be in step three, going after the goods 
and trying to get them back to the Iraqi people. 

I want to ask Mr. Smego a question. The documents that you re- 
viewed for this committee and that you have translated, is there 
any reputable authority that disputes your translation? 

Mr. Smego. I would encourage that if there is any doubt about 
a personal — or a certain section of the translation, by all means 
you can certainly seek a second opinion. 

Chairman Barton. No. I am just saying since you have done the 
translations and they have been available, at least for review by 
staffs and I would assume others in official capacities, is there any- 
body out there that says you mistranslated them? Or can we stipu- 
late that your translation is the correct translation? 

Mr. Smego. There is no indication to me, no one has approached 
me to say that these translations aren’t correct. 

Chairman Barton. As far as this subcommittee is concerned, 
your translation can be considered to be a correct translation. 

Mr. Smego. That’s correct. If another linguist were to translate 
the context or the substance, the message would not change. 
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Chairman Barton. I know, Dr. Gordon, you are not a translation 
expert, but do you have any reason to doubt the veracity of the 
translations? 

Ms. Gordon. No, sir. I don’t speak Arabic. 

Chairman Barton. Okay. Well, I just wanted to try to assert 
that our translations are the correct translation. 

Mr. Smego. One thing that I can suggest, sir, that with the as- 
sistance of the native Iraqi linguist, when you pair a native Iraqi 
speaker and a native English speaker and having actually two lin- 
guists work on the document, you produce a far superior trans- 
lation than any one individual could produce. 

Chairman Barton. Okay. On document No. 5 in our binder, 
what — when we talk about the implications of this document, could 
you enlighten us a little bit on the implication of this document No. 
5 that the present leader, Saddam Hussein — God bless him and 
protect him — has ordered the improvement of dealing with France, 
and then Iraq is going to send official political and social delega- 
tions to France; they are going to organize a roundtable in Bagh- 
dad and Paris to develop the relationship between both countries. 
The Foreign Minister is going to visit Paris, and tasking the Inter- 
national Council and Office of Foreign Relations of the party to ap- 
proach the most influential parties in France and the French Par- 
liament? 

And then item No. 5 on the second page of this document, do not 
consider granting economic privilege, oil and trade, to those who 
are not effective or do not have leverage. However, these privileges 
will be given to French political and economic individuals close to 
the center of the political decisionmaking. What does that imply, 
this document taken as a whole, in your opinion? 

Mr. Smego. Well, while I cannot specify as to what it implies, I 
can reassure you that these are recommendations from the assist- 
ant director of the Iraqi Intelligence Service, made to his boss, the 
director of the Iraqi Intelligence Service, on how possibly relations 
could be improved. Of note would be the director’s margin note that 
is listed under the first margin note. The director questioned, how 
do we begin? Where do we go with this? He is basically questioning 
how to implement this plan and who the targets would be to influ- 
ence. This memorandum followed subsequently Exhibit 

Chairman Barton. Well, if I wanted to imply — having read the 
documents, if I wanted to imply that this would be considered an 
official document of Saddam Hussein’s regime, that they wanted to 
find out the people that counted in France and try to bribe them, 
would that be a wrong implication? I’m not saying it’s a fact, but 
if I were to read this document, do not consider granting economic 
privilege to those who are not effective or do not have any leverage, 
the fact that it says granting economic privilege would indicate to 
me that at least somebody was thinking about bribing somebody in 
the French Government if they thought they had leverage. Would 
I be wrong to imply that? 

Mr. Smego. I wouldn’t be qualified to judge that. 

Chairman Barton. Mr. Fawcett, would I be wrong to imply that? 

Mr. Fawcett. Well, without having seen the document it’s hard 
for me to say. However, there is a lot of other corroborating evi- 
dence to show that that was 
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Chairman Barton. And I’m not saying it’s a fact. I’m just saying 
a person of normal intelligence, if we assume that these documents 
are correctly translated — and nobody apparently is asserting that 
the gentleman to your left has improperly translated them — if you 
just read the language and the plain meaning of it, it would imply 
to me that Saddam Hussein was thinking about bribing people in 
France if they were in a position of power. That is my implication. 

Mr. Fawcett. They also publicly went on the record long ago, 
back in the late nineties, saying that they were going to skew the 
contracts toward those political supporters internationally. So this 
is not strange at all. This fits exactly in with their policy. 

Chairman Barton. Well, my time is about to expire. My last 
question on this document 13, where the French dignitary Charles 
Pasqua says the present leader, Saddam Hussein, God bless him, 
approved designating 3 million barrels to him, the French dig- 
nitary. Why in the world would the Iraqi Government give Mr. 
Pasqua the concession for 3 million barrels? He’s not an oil trader, 
that I am aware of. I mean, Mr. Stupak has pointed that out. So 
why would they do that? Why didn’t they pick Congressman Joe 
Barton, or you, or the good professor to your left? Why did they 
pick him? 

Mr. Smego. Is that question directed to me, sir? 

Chairman Barton. It is a question, yeah. Just out of the blue, 
why did he get picked? Did he have any ability to influence things 
in the French Government or maybe be an influence maker him- 
self? If I were trying to influence the French Government, might 
I pick him? 

Mr. Smego. One might go back to Exhibits 6 and 7, No. 2 of Ex- 
hibit 6, subparagraph (b). The French Charles Pasqua was the 
former Minister of the Interior and the French candidate for Presi- 
dential elections in the current period. And it references that it 
would be possible to approach Mr. Pasqua through the relationship 
of Tarik Aziz. 

Chairman Barton. So he might be able to influence the French 
decision on these sanctions, the position the French Government 
might take in the U.N. regarding these sanctions and regarding 
lifting the sanctions, mightn’t he? 

Mr. Smego. That is what Exhibit 6 might mean. 

Chairman Barton. It might be money well spent if you were 
Saddam Hussein. Might be. I think it would be. If I decided I want- 
ed to bribe somebody in Erance, he’d be a good target. 

Mr. Chairman, I yield back my time. 

Mr. Whiteield. Thank you, Mr. Chairman. Mr. Waxman is rec- 
ognized for 10 minutes. 

Mr. Waxman. Thank you, Mr. Chairman. It seems that what we 
have here is a story of smuggling going on, even though there was 
an embargo and kickbacks, in the sale of oil, the proceeds of which 
were supposed to provide food for the Iraqi people. Mr. Fawcett, is 
that what we are looking at? 

Mr. Fawcett. Yes, that’s right. 

Mr. Waxman. Okay. And the kickbacks, from what we know from 
these documents and otherwise, were to whom? To countries, to in- 
dividuals, to oil companies? 
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Mr. Fawcett. The kickbacks were sent back to bank accounts in 
Jordan largely. And the accounts were, depending on the humani- 
tarian side, the accounts were registered to the relevant ministry. 
And my understanding of the mechanism, that the signators from 
that ministry, as soon as the money was received, sent it on to an- 
other bank account of which they didn’t know much about, imply- 
ing that it was going to either Saddam’s family or to the Iraqi in- 
telligence. 

Mr. Waxman. I see. 

Dr. Gordon, was the U.N. supposed to be monitoring this whole 
program to provide some kind of transparency? 

Ms. Gordon. The whole program meaning the Oil-for-Food pro- 
gram? 

Mr. Waxman. The Oil-for-Food program. 

Ms. Gordon. Again, I think you have to start by not speaking 
of the U.N. as a whole. I think that it is easy to not see how things 
function if you only look at, quote, the U.N. What is really impor- 
tant is to look at what were the obligations and responsibilities of 
the Secretariat, which included the OIP, the Office of Iraq Pro- 
grams, and what were the responsibilities and obligations of the 
Security Council. Obviously both are within the United Nations, 
but as we talk these days about whether Kofi Annan should step 
down or what the failures were on the part of Secretariat or wheth- 
er the U.N. as a whole needs to be reformed, what is really crucial 
is to say who exactly made what decisions, when. Who exactly had 
what oversight responsibilities? 

Mr. Waxman. What was the committee, the 661? 

Ms. Gordon. It was a committee of the Security Council that 
mirrored the Council. There were 15 members, one from each mem- 
ber state of the Security Council. It operated by consensus, so any 
member of 661 committee could veto any matter at any point for 
any reason. 

Mr. Waxman. And so they were supposed to oversee the program. 

Ms. Gordon. That’s correct. 

Mr. Waxman. And the U.S. was part of that? 

Ms. Gordon. Yes, of course. 

Mr. Waxman. And this committee signed off on all the deals? 

Ms. Gordon. That’s correct. More than signed off. Had full 
knowledge at every point. That was what the U.N. staff of the Sec- 
retariat did, and did very well. They provided information. They 
provided advising. If I could identify one particular decision of the 
Security Council, as the Congressman before was looking at Mr. 
Smego’s documents — and we have heard a great deal about the 
vouchers that went to Russians, the vouchers that went to French 
officials, and it is as though this is new information or somehow 
surprising that Saddam Hussein would use oil sales to garner polit- 
ical leverage. In fact, that was an explicit decision on the part of 
the Security Council when it passed Security Council Resolution 
986 on the memorandum of understanding, which is, it was an ex- 
plicit decision to give Iraq the right to choose its trade partners 
both for import contracts and for oil sales. It was understood at 
that time that Iraq was likely to use that to get — for political lever- 
age. 
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As we see, the memo consisted of vouchers and secret vouchers. 
In fact, as far as I can see, those vouchers are nothing other than 
the hookkeeping device by which the Iraqi Government exercised 
the right that the Security Council gave it to choose its trade part- 
ners. 

Mr. Waxman. Would the U.S. have known about this? 

Ms. Gordon. Of course. 

Mr. Waxman. And so the U.S. Government, as part of the Secu- 
rity Council committee 661, was aware that they were giving Sad- 
dam Hussein the power to do the kinds of things he had done in 
the past: provide corruption and kickbacks and such. 

Ms. Gordon. Of course. I mean 

Mr. Waxman. Let me just settle with that, of course, because I 
wanted to pursue another matter with Mr. Smego, and maybe 
someone else will follow up on this. Mr. Smego, the committee 
asked you to review several documents from SOMO, the Iraqi State 
Oil Marketing Organization. And I’d like to ask you to review an- 
other SOMO document which was handed to you by my staff, if I 
may. First, could you please verify for the committee that this doc- 
ument is on or purports to be on SOMO letterhead and is signed 
by the General Manager of SOMO, Mohammad al Jabari? 

Mr. Smego. No, I cannot. 

Mr. Waxman. You cannot. In looking at it, does it appear to be 
on SOMO letterhead? 

Mr. Smego. I have never seen such letterhead. 

Mr. Waxman. Okay. Have you ever seen SOMO letterhead? 

Mr. Smego. Yes, I have. 

Mr. Waxman. And this is different letterhead than SOMO com- 
pany letterhead? 

Mr. Smego. It is different from all of the other SOMO letterhead 
that I have seen. 

Mr. Waxman. It is different. Okay. Could you look at the high- 
lighted text of this letter and verify that it says, SOMO purchased 
gasoline to import into Iraq for approximately $1 per gallon. I be- 
lieve the text reads quote, “U.S.D. 347 per metric ton delivered to 
Baghdad, which is about $0.98 per gallon,” end quote. 

Mr. Smego. I can verify that it is not in Arabic nor that I have 
translated the document. It is the first time that I have ever seen 
it. 

Mr. Waxman. But you can verify that’s what it says on this piece 
of paper. 

Mr. Smego. In English, I see that; yes, sir. 

Mr. Waxman. Okay. So SOMO, according to this document, was 
importing gasoline into Iraq for less than $1 per gallon. And, Mr. 
Chairman, I am going to ask that this letter be made part of the 
hearing record. 

Mr. Whitfield. I would ask the gentleman where did this letter 
come from? 

Mr. Waxman. Well, let me withdraw my request because I don’t 
want to use up my time for questions. 

Ms. Gordon, let me turn to you. Suppose a French company had 
a separate contract to bring gasoline into Iraq, that this French 
company was being paid out of Oil-for-Food funds and that that 
French company charged not $1 per gallon but more than $2.50 per 
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gallon. Would you agree that someone at least ought to examine 
that discrepancy and figure out why a French company was al- 
lowed to charge 250 percent higher than normal Iraqi price? 

Ms. Gordon. I’m sorry. A French company to import 

Mr. Waxman. If we found out a French company was charging 
250 percent higher than normal Iraqi price, wouldn’t that discrep- 
ancy call out for some examination? 

Ms. Gordon. I suppose so. 

Mr. Waxman. If I also told you this French company got this con- 
tract in secret and that no other companies were allowed to bid on 
it, wouldn’t that be a factor for someone to look into? Wouldn’t that 
raise suspicion? 

Ms. Gordon. I would expect so. 

Mr. Waxman . Well, Mr. Chairman, this is not a hypothetical ex- 
ample I invented. This is a real case. But it didn’t happen under 
the Oil-for-Food program. It happened under the Development 
Fund for Iraq under the Bush administration. And it wasn’t a 
French company, it was an American company; it was Halliburton. 
The administration gave Halliburton its contract in secret, in a no- 
bid process. It excluded all other companies. The Pentagon’s own 
auditors have now determined that Halliburton overcharged by 
more than $212 million under this contract. And even though the 
administration paid Halliburton with Iraqi funds from the DFI, it 
intentionally concealed these overcharges from the United Nations. 

My point is not to detract from the Oil-for-Food investigation, but 
to demonstrate that if these actions had been committed by a 
French company or by the French Government under the Oil-for- 
Food program, we undoubtedly would have had dozens of hearings 
by now. But presumably because it is Halliburton and the Bush ad- 
ministration, we have had none. This hampers the legitimacy of all 
our efforts, and I hope the committee will remedy that disparity 
very soon. 

Dr. Gordon, how would you compare the transparency of the 
American handling of the Iraqi oil funds with the transparency of 
the U.N. handling or the Security Council handling the Iraqi oil 
funds? 

Ms. Gordon. Well, as I said earlier, there are seven levels of 
oversight just for import contracts, and another set of separate con- 
trols for oil sales. What is the case is that with the Oil-for-Food 
program, to the extent that there were improprieties, they hap- 
pened not because of an absence of oversight or accountability, but, 
in fact as large as these numbers sound to us, they happened at 
a marginal level. They happened around the edges. They happened 
on isolated occasions and they happened despite an elaborate, con- 
sistently implemented system of oversight at least on the part of 
U.N. personnel. 

By contrast, if you look at Security Council Resolution 1483, 
which is the resolution that recognized that the occupation author- 
ity systematically eliminates all of the forms of oversight that were 
in place under the Oil-for-Food program, it replaces them with cer- 
tain other forms of transparency in some cases, and some forms of 
oversight are not replaced at all. And as I believe you mentioned 
earlier, we have already seen a huge spate of reports coming out 
from the inspector general of the CPA itself, from the Defense Con- 
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tract Auditing Agency, and from KPMG Bahrain, which is the 
auditor retained by the International Advisory Monitoring Board, 
all of which indicate a level of corruption and mismanagement that 
quite frankly dwarfs the most extreme of the accusations against 
the Oil-for-Food program. 

Mr. Waxman. Thank you. Mr. Chairman, I want to renew my re- 
quest to put the letter in. And you asked where I obtained the let- 
ter. The letter was 

Chairman Barton. Mr. Chairman, I object. 

Mr. Waxman. I thought the chairman of the full committee indi- 
cated that we work on a bipartisan basis and take documents 

Chairman Barton. I will do that. But I am objecting to this re- 
quest because it has not been done on a bipartisan basis. 

Mr. Waxman. Well, we did furnish it to the majority staff. And 
if I might further tell you about this document, this was sent to 
the staff 

Chairman Barton. You can tell me about it off the record. But 
I am going to object and I want to make a statement as soon as 
your time has expired. 

Mr. Waxman. Well, if you want to make a statement, then I 
want to make a statement; because I don’t know what you are 
going to say, but it sounds to me like a pretty negative one about 
even trying to find out that SOMO has indicated to us through a 
document they sent to us, that they were angry about Halliburton 
getting so much more money than they were in providing gasoline 
to Iraq. 

Chairman Barton. Mr. Chairman, I think the gentleman’s time 
has expired. 

Mr. Whitfield. I might also just add that on this document, in 
and of itself, I see no mention of Halliburton in here at all. I mean 
the name Halliburton does not appear anywhere in this document. 
And I guess because the chairman has objected, so 

Mr. Waxman. Well, Mr. Chairman, the other audits we provided 
DCAA, the auditor for the Pentagon, has indicated that Halliburton 
was paid from Iraq funds run by the U.S. administration in Iraq, 
and they also indicated that there may be as much as $200 million 
that have been overpaid in excess of what the gasoline would have 
charged. 

Mr. Whitfield. The other reports have been entered into the 
record in their entirety and not by excerpt. But the gentleman’s 
time has expired. And at this point I would call on the gentleman 
from Texas. 

Mr. Waxman. Point of order, Mr. Chairman. 

Mr. Whiteield. Yes. 

Mr. Waxman. The gentleman from Texas has had his time for 
questioning. If he is going to be recognized, and I certainly don’t 
object to it 

Mr. Whiteield. No, I was getting ready to recognize 

Mr. Waxman. If he is going make a statement that pertains to 
anything that I have asked about, are you going to out of order 
allow me to 

Chairman Barton. Parliamentary inquiry, Mr. Chairman. Does 
the Chair have the right of recognition? 

Mr. Whiteield. Yes. 
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Chairman Barton. Has the Chair recognized the gentleman from 
Texas? 

Mr. Waxman. I asked a point of order, which is a higher form 
of parliamentary inquiry. 

Mr. Whitfield. Just a minute. I was getting ready to recognize 
Dr. Burgess of Texas for his question-and-answer period. So does 
anyone object? If not, I am going to call on Dr. Burgess for his 10 
minutes. 

Chairman Barton. Well, Mr. Chairman I thought you had recog- 
nized me. Did you not recognize me? 

Mr. Whitfield. I was recognizing the gentleman from Texas for 
his questions. But I would be happy to recognize the chairman of 
the committee. 

Chairman Barton. Okay. And I will yield to Mr. Waxman. But 
I have a statement that I want to make and then I will be happy 
to yield to the gentleman from California. 

Mr. Whitfield. Okay. 

Chairman Barton. We have operated this subcommittee, as far 
as I know, for the last 20 years under both Democrat and Repub- 
lican, in a bipartisan fashion when it came to document presen- 
tation. Now, I am told that the documents in the binder have been 
shared with the minority staff for at least a month. If that is in 
error, I need to be told that. 

The documents the gentleman from California has twice tried to 
get into the record have not been shared with anybody until they 
showed up at this hearing. Now, if the gentleman from California 
has documents that he wishes to be put into the record, if he would 
share them with the majority staff in an appropriate fashion, in all 
likelihood they would be entered into the record. But showing up 
at a hearing and having these surprise documents asked to be put 
into the record by unanimous consent is not going to be tolerated. 
If you have got documents, share them with the majority staff and 
we will work it out and we will put them in the record. 

That is what I am objecting to. I am not objecting that you have 
a document. And if it is a legitimate document, and is a part of the 
hearing record it will be put in. But this is the second time, Mr. 
Waxman, in one hearing that you have presented documents to go 
into the record that I am told we have not seen until hearing. That 
is what I am objecting to, and I will be happy to yield to my friend 
from California. 

Mr. Waxman. Well, Mr. Chairman, I have no knowledge when 
you provided our staff with this binder, but we are told it was last 
Thursday. But that is not the point for me. We, as part of the in- 
vestigation on the Government Reform Committee, received the 
documents from SOMO — which is of two pages — ^before this hearing 
was ever called. The other documents 

Chairman Barton. Reclaiming my time. When did you share it 
with the majority staff? 

Mr. Waxman. Well, when we walked into the hearing. 

Chairman Barton. Today? 

Mr. Waxman. Yes. 

Chairman Barton. Today. And how long have you had it? 

Mr. Waxman. Well, let me finish what I am saying to you, be- 
cause I think you are misreading what we are doing here. I had 
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some questions about the other documents that I put into the 
record which are already out, and I am sure each of these wit- 
nesses has heard about them. And that is the Special Inspector 
General Stuart Bowen’s report of maybe $9 billion having been lost 
from the Iraq funds since the U.S. took over the Oil-for-Food funds. 
This is not a surprise I have pulled on the committee. These are 
documents that have been well reported in the press. And maybe 
if the chairman would permit 

Chairman Barton. Well, reclaiming my time. 

Mr. Waxman. Let me finish my thought. 

Chairman Barton. I have the time. I have yielded to you be- 
cause I believe in a full and fair debate. 

Mr. Waxman. And you have cut me at least two times. 

Chairman Barton. But it’s my time. 

Mr. Waxman. You’ve cut me off two times. 

Chairman Barton. It’s my time. Now, you have been a valued 
member of the full subcommittee since before I was even in the 
Congress, I think. Now I don’t know how long you’ve been on the 
subcommittee, but you have been on the subcommittee a long time. 
You were a former subcommittee chairman of this committee when 
your party was in the majority. You, more than anybody, know 
that to have these investigations and these hearings, documents 
and materials need to be shared. You, more than anybody, should 
know that you don’t walk into a hearing the day of the hearing, 
if you’re trying to be cooperative, and spring documents. 

Now, if they are legitimate documents, they deserve to be a part 
of the record. My objection is not whether these documents are 
good, bad. My objection is that twice in one hearing, a senior mem- 
ber of the minority, who’s a former subcommittee chairman when 
you were in the majority, has tried to put documents in the record 
without vetting them through the normal process. That’s my objec- 
tion. If you’re willing to stipulate that you’ll use the normal proce- 
dure with the minority staff and Mr. Stupak and his staff on this 
subcommittee, we won’t have a problem. 

Mr. Waxman. Will the gentleman yield to me? 

Chairman Barton. I’ll be happy to yield. 

Mr. Waxman. I want to point out the essential point that I made 
in the very beginning. This is the 13th hearing on the Oil-for-Food 
program from Iraq. And I am critical of the fact that we have had 
zero hearings on the U.S. use of the Iraqi oil funds. And therefore, 
I have raised the issue because it is an investigation that I and my 
staff have been pursuing without any cooperation from this com- 
mittee. 

Now, I appreciate your berating me on an issue of whether I 
shared these documents in time, which are already in public 
record. But I am going to berate you because I think the Repub- 
lican leadership should be looking into both issues, the Oil-for-Food 
mismanagement and the mismanagement by the U.S. Government 
of billions of dollars, $9 of which have been lost or laundered or ab- 
sconded with under the direct jurisdiction of the U.S. Government. 

So I hope you would take it into your thought process that per- 
haps we ought to expand our investigation, and I’d be happy to 
work with you on that. 
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Chairman Barton. Well, reclaiming my time. I am not aware of 
one instance the gentleman from California has come up to me and 
asked for my help or cooperation in anything you just said. 

Mr. Waxman. Well, consider yourself asked. 

Chairman Barton. Mayhe you have and I’ve just got a bad mem- 
ory, which is quite possible. But I don’t recall it. Now, are you 

Mr. Waxman. I recall that we have had another hearing of this 
committee on this issue, and at that time I raised the concern that 
we were looking at the Oil-for-Food program and not paying any 
attention to the U.S. administration of the Iraq oil funds. That was 
on the record and we can get the transcript for it. You maybe didn’t 
pay attention to it because I am only a Democratic member of the 
committee. That may be true. But I think it’s worth investigating. 

Chairman Barton. Reclaiming my time, this member of the ma- 
jority is the person who, on the House floor during the energy bill, 
asked unanimous consent that you could offer your amendment, 
when you weren’t on the floor to offer it. That is who this member 

is. That is who this member is who has tried to go above and be- 
yond to make sure that regardless of the majority or minority, if 
you’re a member of this committee, all your rights are adhered to. 
The gentleman well knows that. 

Mr. Waxman. And I appreciate that and thank the gentleman for 

it. But this is not a personal matter. This is a matter of public con- 
cern, and if we are going to look at the kickbacks and corruption 
and use of funds that should be directed to helping the Iraqi peo- 
ple, I think we are not only looking at one side of it, perhaps for 
political purposes, justifiably so, because I think it is worth pur- 
suing, but we also ought to look at the $9 billion that have been 
lost or unaccounted for when the U.S. Government was in charge 
directly, and the failure of the U.S. Government to handle in a 
transparent manner, or even provide the U.N. the information 
about what was happening there when we were operating pursuant 
to a U.N. resolution. 

I thank the gentleman for allowing the further discussion of this 
matter. And if you still object for my document which I questioned 
the witness to be in the record, I will accept that fact. But the gen- 
tleman did have it before him and we will make it available to any- 
one. 

Chairman Barton. I just want the documents vetted by the ma- 
jority staff. And if the staff says they are acceptable, I am not op- 
posed at some point in time to them being in the record. But I do 
strenuously object to the process, and if we don’t get agreement on 
the process, then there will be an objection every time on process. 

Mr. Stupak. Mr. Chairman, if I may. 

Mr. Whitfield. Yes, Mr. Stupak. 

Mr. Stupak. Mr. Chairman, if I may, I would request that. No. 
1, we give Mr. Waxman some time to lay a foundation on where 
this document came from. If it’s part of a public record, I don’t 
know why it would not be admitted into the record. And I would 
ask that we give him 3 days or so to at least be allowed to submit 
this for the record, provided a foundation can be established. 

Mr. Whitfield. Well, I would ask that he vet it through our 
staff. And then I would also just like to reiterate what Chairman 
Barton said; and that is we do — have had a policy of sharing docu- 
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ments, maybe not months in advance, but I know that this binder 
on the Oil-for-Food program was provided 6, 7 days ago. And I do 
think that it is not fair to bring documents up here that day, that 
we have never seen, and start testifying from them. And particu- 
larly in this document, there is nothing on this document whatso- 
ever relating to Halliburton. Halliburton is not in any way ref- 
erenced. 

But at your request, I think that we will get the document and 
work with the staff and make some decision. But at this point, an 
objection has been made to admitting it into the record. 

Mr. Waxman. Mr. Chairman, might I just point out that we are 
talking about two pages? You have a binder of many other docu- 
ments. I wonder what happens next. Are we supposed to submit 
our intended questions of the witnesses to the Republican staff as 
well, to see if those are going to be permitted to be asked? Because 
it seems to me that that is the direction in which this committee 
is going. And I certainly hope that is not the case. 

Mr. Whitfield. I don’t think that’s necessary. 

Mr. Waxman. But I had asked about it, this document. I would 
be pleased to write a letter to the chairman and he can include it 
in the record or not. But this is a document that we received from 
the State Oil Marketing Organization that works for the Iraqis in 
dealing with their oil, and they were getting paid a lot less than 
what we were paying Halliburton to bring in gasoline into Iraq at 
the same time, and that ought to be investigated. I wish the com- 
mittee would investigate that as well. 

Mr. Whitfield. Okay. Mr. Waxman, thanks for your comments. 
Now, I want to call on the gentleman from Texas, Dr. Burgess, for 
his 10 minutes of questions. 

Mr. Burgess. Thank you, Mr. Chairman. 

Dr. Gordon, in reading through your testimony on paragraph 1, 
the effectiveness of the program, you write, “I think it is important 
to begin by recognizing that the Oil-for-Food program and the U.N. 
staff involved were in fact tremendously successful at raising the 
quality of life for the Iraqi population.” I’m sorry, I just find that 
an incredible statement to make. I’m astonished by that. But you 
back it up with measurement and I guess what I would like to ask, 
if I could, is that you will provide us some documentation for the 
statements that then follow. 

Is this something that you have personal knowledge of, some- 
thing that has been provided to you by the U.N. or UNICEF? Be- 
cause it just doesn’t square at all with what I saw myself when I 
was in the country of Iraq in August. You said the health care sys- 
tem was much better able to meet its population’s needs. I was in 
A1 Majar Hospital in August 2003. That place was physically de- 
crepit. There was no reliable running water. The sewer system was 
just open into the courtyard . Flies were everywhere. The doctors 
complained that the medicine they had under Saddam were worth- 
less, and, in fact, they’d have suffered greatly if Kuwait hadn’t 
started a massive humanitarian influx of medication to the country 
of Iraq shortly after Saddam fell. 

I was in their NICU. There wasn’t any piped-in medical gas nor 
was there any provision for any medical gas. There was an infant 
there, clearly a premature infant, probably small for gestational 
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age as well, who clearly had what I would characterize as rather 
significant respiratory distress syndrome and had no oxygen on. I 
suspect that that child was probably dead before nightfall. 

I’m sorry, but I don’t see that that is a good system that was 
brought to the people of Iraq under the Oil-for-Food program. And 
mind you, at the same time the palaces that we went into, granted 
there was some damage from the combat phase, but the palaces 
that we went into were absolutely spectacular, with marble over- 
lays on everything, marble floors, certainly comparable to anything 
we have here in the United States Capitol. So can I ask you to just 
discuss that statement a little bit? 

Ms. Gordon. Well, sir, I would be happy to do you the dubious 
favor of giving you more than you would ever want to read on this. 
You could start, if you want to, by going to the Web site for the 
Office of Iraq Program. And you can at that spot download reports, 
more reports than I promise you will want to read by UNICEF 

Mr. Burgess. Well, reclaiming my time, because I do have sev- 
eral things I want to get to. It certainly doesn’t square with what 
I saw on the ground, and I’ll believe my eyes before I’ll believe a 
U.N. Report. Mr. Fawcett 

Ms. Gordon. Sir, I wonder if I could answer your question with 
1 minute, which is to say what happened between 1996 and 2003 
was that the situation, which was far far worse prior, was signifi- 
cantly improved. Remember, there had been a collapse from 90 to 
96. From 96 to 2003 the level of food, nutrition, nearly doubled. 
The level of improvements in the health care system from 96 in- 
creased significantly. Electricity availability increased significantly. 
Availability of potable water increased significantly. 

I’m not saying it’s a good system. I’m not claiming that at all. 
I am saying, by every measurement of every humanitarian agency 
there, between 96 and 2004, under the Oil-for-Eood program, there 
were substantial improvements in the quality of life. 

Mr. Burgess. Reclaiming my time, probably those are Saddam’s 
statistics. But I’ll just tell you, what I saw in the palaces was a sig- 
nificant investment of capital. And if one-tenth of that capital had 
been put into those hospitals, those children wouldn’t be suffering. 

Mr. Eawcett, I’d like to ask you for your response to that. 

Mr. Eawcett. All of the statistics upon which these judgments 
are made are Iraqi Government statistics. The U.N. reports in the 
late- or the mid-1990’s that were used to raise the public aware- 
ness of all the children dying and build the fear of the Security 
Council that allowed that, forced them to give in to Saddam on 
these, were later proved to be false. These U.N. reports were re- 
tracted because they were based upon phony Iraqi Government sta- 
tistics. That continued up till the time Saddam left. 

Mr. Burgess. Well, Mr. Eawcett, when you were giving your tes- 
timony, you ran out of time. And I believe you made the statement 
that you would like to talk about what the U.N. could have done, 
and perhaps you could take a minute and just tell us that. 

Mr. Eawcett. I think the first thing they could have done was 
not to circulate bad standards, circulate the Iraqi Government sta- 
tistics aggressively, using them in a PR campaign to ease sanc- 
tions. They knew the statistics were bad. Maybe they couldn’t do 
anything about that, about the gathering of the statistics. But they 
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did not have to actively disseminate them, knowing they were 
false. So that is No. 1. 

Second, the whole program should have had transparency. There 
was none. There’s a lot of documents that were published, virtually 
all of them are useless if you’re trying to look into who’s making 
money here and how are they making it. It’s — the U.N. is great at 
putting out reports. But there’s no detail in that report. There’s no 
company names. There’s no pricing of the commodities, things that 
the U.N. could have published anytime they wished. They did not 
need Security Council approval to do so. They could have been very 
transparent. In fact, when the Security Council was obstructive to 
the United Nations, as they were, as I absolutely agree they were, 
the U.N. could have gotten around that by just publishing docu- 
ments and saying this is wrong. This is wrong. They failed to do 
so. They kept saying this is proprietary information, when this was 
a humanitarian program in a country under sanctions. The normal 
business rules should not have applied as far as keeping data se- 
cret. They could have published documents at any time. And had 
they done so, they would not be in the bind they are now. All the 
allegations of corruption against the Secretary General would have 
been dealt with long ago. 

Mr. Burgess. I guess I do find it odd that the costs for baby for- 
mula could be inflated by 25 percent in an organization that has 
as its mission disseminating that product around the world. I 
mean, how do you miss a 25 percent overcharge for Similac? 

Mr. Fawcett. That one puts me through the roof It absolutely 
does. 

Mr. Burgess. Well, let me just ask you a question that I know 
is on the minds of my folks back home. Did the Secretary General 
have no decisionmaking role in setting the terms of this program? 

Mr. Fawcett. I’m sorry. I didn’t understand. 

Mr. Burgess. Did the Secretary of the United Nations have no 
role in setting the parameters for this program? 

Mr. Fawcett. The current Secretary General was the first one 
to begin negotiations. The Iraqis actually liked him. He was re- 
placed in 92 with another series of people that took a little bit 
harder line, and the Iraqis didn’t like them. The Secretary General 
at the time that the program came into play was clearly a friend 
of the Iraqis, and that is another of the problems that we have seen 
early in the program. They should have gone to a far more competi- 
tive bidding process for the monitors and the banking. And now as 
we see from the Volcker Commission, it was the Secretary General 
himself that was manipulating the system. 

Mr. Burgess. Well, can you estimate the percentage of the kick- 
backs that might have been prevented had more thorough price 
checking been performed? 

Mr. Fawcett. I think at least half; without too much problem, 
half of the kickbacks could have been prevented. And I base that 
upon the fact that most of the goods going in are commodities. We 
know that some of the most difficult ones, gas-fired turbines from 
China, would be difficult to determine the price. Absolutely. But 
wheat from Australia, baby formula, milk, medicines from Pakistan 
or Switzerland, that’s easy to do. 
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Mr. Burgess. Well, besides just the dollars, were there any other 
warning signs that Saddam was charging kickbacks on the goods 
or contracts under the program? 

Mr. Fawcett. Shady operations. Companies with no backing, no 
background. While it’s correct to say that it’s the member states 
that put those companies forward, the U.N. Could have at any time 
said this one looks shady to us. But instead, they found themselves 
dealing with money launderers, with organized crime, and with ter- 
rorists. 

Mr. Burgess. And as my time is about expire, any other issues 
that the United Nations might have taken up to prevent this from 
going as far as it did? 

Mr. Fawcett. Courage, which they failed at. 

Mr. Burgess. Mr. Chairman, I’ll yield back. 

Mr. Whitfield. Thank you. Dr. Burgess. At this time I will rec- 
ognize Ms. Blackburn for 10 minutes. 

Mrs. Blackburn. Thank you, Mr. Chairman. 

Dr. Gordon, I think I’d like to come to you first. I want to — you’ve 
talked a lot about the Oil-for-Food program and the comments and 
the responses that you have made. And so the question I would like 
to ask you is if you feel like, if I am understanding you right on 
this, do you feel like — do you think — is it your opinion that the Oil- 
for-Food program was adequately run, adequately and properly 
managed and given appropriate oversight? And if so, would you 
recommend that the United States participate in such programs in 
the future? 

Ms. Gordon. Again, I need to break it into which parts of the 
U.N. had responsibilities. 

Mrs. Blackburn. Go ahead. Very quickly. 

Ms. Gordon. So specifically the decision to allow Iraq to choose 
its trade partners. It was understood at the time that that would 
give Iraq considerable political leverage. If the Security Council 
members had not wanted to do that, it would have been easy 
enough to design the program without that. 

If you go to the other side of the fence, as it were, the U.N. staff, 
whose only responsibility under the Secretary General was to mon- 
itor, to provide information, to advise the 661 committee, not to 
make substantive decisions and not to design the program itself, by 
every account I’ve seen they did their job and they did their job 
well. The program was not designed or created by the Secretary 
General. It was created pursuant to Chapter 7 of the charter, 
which puts it directly under the control of the Security Council. 

Mrs. Blackburn. Okay. So I’m going to interrupt here. In other 
words, what you’re telling me, then, is with the monitoring and the 
advice mechanisms, it is your opinion that it was adequately run 
and adequately and properly managed. 

Ms. Gordon. I would say the flaws that we have identified have 
to do with 

Mrs. Blackburn. Okay. And would it be your advice that we em- 
bark on such programs in the future? 

Ms. Gordon. Well, I think comprehensive sanctions on any coun- 
try are destructive. 
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Mrs. Blackburn. All right. Okay. What do you know of the Iraq 
steering committee and its administration of the Oil-for-Food pro- 
gram? 

Ms. Gordon. By the Iraq steering committee you mean the 661 
committee? I am fairly familiar with how the 661 committee oper- 
ates. 

Mrs. Blackburn. Do you think we ought to bring them before 
Congress? Do you think we should bring them before this com- 
mittee to answer questions? 

Ms. Gordon. My understanding is that so far the State Depart- 
ment has declined to provide any of its participants on the 661 
committee. 

Mrs. Blackburn. Okay. Let me ask you something else then. Do 
you think that there should be independent storage facilities to 
store U.N. documents in order to investigate further occurrences? 
Or, as we heard today, getting in behind this one might help lead 
us to others and other abuses and things. So do you think we need 
to set aside a facility to hold all of these documents? 

Ms. Gordon. I have no opinion on the mechanics of where you 
want to store documents. 

Mrs. Blackburn. All right, thank you. You know — and I appre- 
ciate your answers to my questions. I will have to tell you in my 
district in Tennessee, if you want to talk about something that gets 
the dander up of a lot of my constituents, it is talking about the 
waste, the fraud, the deceit, the despicable acts that took place 
with the formula program. That is, those are all things that really 
cause people to be incredibly, incredibly upset. And I appreciate 
your answering our questions. 

Mr. Fawcett I would like to come to you, if I may, please, sir. 
How extensive do you think the ties were between Sevan and Sad- 
dam at the time that all of this was beginning to take place, and 
how do you think it was that Sevan ended up being picked as the 
OIP director? 

Mr. Fawcett. That’s a good question which I don’t think we 
know the answers to. 

Mrs. Blackburn. Okay. Do you have insight that you can pro- 
vide me? 

Mr. Fawcett. No further than what the Volcker Commission has 
come out with. However, I have encouraged the Volcker Commis- 
sion to continue going down that path because I do not think we 
have gotten to the end of it. One of the trails that needs to be pur- 
sued is what is the money flow to Benon Savan, because I think 
if we start to peel that one back, we may end up shedding light 
again on longer-running money laundering structures of Saddam 
Hussein. 

Mrs. Blackburn. Okay. Let’s go, at the same point, to Chief of 
Staff Riza and the relationship with Sevan. And do you think that 
they collaborated and worked together on much of this, and on 
some of the oil allocations? 

Mr. Fawcett. I haven’t seen anything that shows that they col- 
laborated. My understanding of the way Mr. Sevan ran his oper- 
ation was that he was very insular and was not out going and col- 
laborating with a lot of other senior U.N. officials. 
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Mrs. Blackburn. What role do you think that Chief of Staff Riza 
might have played in the management of the program? 

Mr. Fawcett. I don’t really know. 

Mrs. Blackburn. You don’t know. Okay. Do you think Kofi 
Annan was aware of much of Sevan’s activities? 

Mr. Fawcett. I wouldn’t go as far as to say he was aware of the 
illicit activities that have been alleged. However, he was fully 
aware of the potential for that, fully aware that the Iraqis would 
attempt to do just what they did, attempt to bribe senior public of- 
ficials around the world and in the U.N. . So I think he is culpable 
of not exerting executive authority over that program. 

Mrs. Blackburn. Okay. And then Boutrus Boutros-Ghali, what 
ties do you think exist between him and Saddam and administra- 
tion of the Iraq escrow account; or do you think there were any? 

Mr. Fawcett. Certainly he had an awful lot of influence on the 
selection of the bank. That has become clear from the Volcker in- 
vestigation, which showed no transparency process whatsoever. It 
was a manipulated process between the French and the Iraqis. 

Mrs. Blackburn. Do you think the French Government played 
a role in that? 

Mr. Fawcett. Yes, they did. 

Mrs. Blackburn. Let’s see, I have got a couple of minutes. Mr. 
Chairman, I yield back. Thank you. 

Mr. Whitfield. You have no further questions? 

I call on Dr. Norwood for 10 minutes. 

Mr. Norwood. Thank you very much, Mr. Chairman. 

I would like to tell you something about this hearing. It is the 
most partisan one I’ve seen in a long time, and it is hard for 
grownups to understand and solve a problem when half the group 
is trying to change the subject. This is about the Oil-for-Food pro- 
gram, and we do need to understand it, and our people at home 
want to understand it. 

Dr. Gordon, you are an associate professor, are you not? 

Ms. Gordon. Correct. 

Mr. Norwood. Are you a lawyer? 

Ms. Gordon. I am both. I have a Ph.D. In philosophy and a J.D. 
In law. 

Mr. Norwood. How long have you been teaching? 

Ms. Gordon. In a faculty capacity since 1993. I taught as a grad- 
uate assistant prior to that. 

Mr. Norwood. Do you get up to the U.N. a lot, spend a lot of 
time up there? 

Ms. Gordon. I conduct some interviews from time to time. 

Mr. Norwood. Do you go up once a month or are you there an- 
nually? I am impressed with your knowledge of the U.N. It sounds 
like you are there every day. 

Ms. Gordon. I’m not there every day. 

Mr. Norwood. You are getting it from the Internet, I guess. 

Ms. Gordon. I get documents from all sorts of sources. 

Mr. Norwood. But you are having some pretty strong opinions 
on documents from all sources, and I’m sort of curious about that. 

Ms. Gordon. I’m also familiar with all of the scholarly literature 
in this area. I have conducted dozens of interviews with U.N. offi- 
cials and diplomats. 
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Mr. Norwood. Do you spend a lot of time up at the U.N. that 
led you to believe some of the things that you have been saying 
today? My understanding was you just decided to come testify Fri- 
day morning, is that about right? 

Ms. Gordon. I was called on Friday morning and invited to tes- 
tify, and I accepted. 

Mr. Norwood. Do they offer to let you see these documents that 
have been translated? 

Ms. Gordon. No. 

Mr. Norwood. You haven’t had an opportunity to read these? 

Mr. Norwood. I would love it if you would and report back if you 
have changes in attitude or thoughts about what your testimony is. 

Ms. Gordon. These are the documents that Mr. Smego trans- 
lated in the binder? 

Mr. Norwood. Yes. The minority has that, and it would be help- 
ful for you to read it. I would like to ask you if you think economic 
sanctions are a good thing anytime, anywhere. 

Ms. Gordon. In general, what the studies on economic sanctions 
demonstrate is the most optimistic, which is the Hufifnauer- 
Shartenelli data base from the 1980’s and more recently the 1990’s, 
that in about a third of the cases they are a factor in changing and 
influencing the behavior of the target state. 

Mr. Norwood. Did that lead to the document. Using a Pick Axe 
for Brain Surgery, that you wrote? 

Ms. Gordon. The title, which was 

Mr. Norwood. No, the subject. 

Ms. Gordon. The title is a little inflammatory. The subject of 
that particular paper is the notion that because economic sanctions 
necessarily impact the civilian population that there is no way of, 
let’s say just in war doctrine, discriminating between civilians 

Mr. Norwood. Let me ask you — I can’t tell where you are on this 
exactly. It seems to me that you believe everything in the Oil-for- 
Food program worked perfectly and the U.N. acted correctly, or are 
you saying all of the things stated actually have happened, things 
that we are hearing today, things that none of us would be very 
much for, but all of that could have been stopped if only the United 
States would have stopped them? Where are you? 

Ms. Gordon. I think it is probably not either of those two posi- 
tions. 

Mr. Norwood. Your testimony implies the first one. Your state- 
ments and some of the things you said imply the second one. 

Let me go to Mr. Fawcett. 

Ms. Gordon. I wonder if I could have a chance to answer that. 

Mr. Norwood. Hold it for a minute. I am watching the clock. I 
will get back to you. Let me 

Some people — Dr. Gordon is a good example — claim that the Oil- 
for-Food program was tremendously successful in helping the Iraqi 
people. Do you agree with that assessment? 

Mr. Fawcett. I don’t think we have any data to show how many 
people it has helped and to what degree and qualitatively it has. 
I would point out one survey that was done in the last year by the 
U.N. in which the amount of people that they claim are totally de- 
pendent upon their aid has dropped from 60 percent of Iraq to 25 
percent, which means 35 percent of Iraq, 7 to 8 million people, are 
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now far better off. So either this invasion was the greatest humani- 
tarian act 

Mr. Norwood. The Oil-for-Food program is what I am asking, 
though. Has that been successful? 

Mr. Fawcett. I don’t think we have any data to show what suc- 
cess or failures it has had. 

Mr. Norwood. What you are saying is you believe nobody could 
actually determine that at this point? 

Mr. Fawcett. No one could determine it. 

What the U.N. has constantly said is 60 percent of the Iraqi peo- 
ple were totally dependent. In my experience in the humanitarian 
field for 10 to 15 years, I have not seen any population of which 
60 percent will sit in their homes waiting for food to be delivered. 
It doesn’t happen. 

Mr. Norwood. Dr. Gordon went on to state that the U.N. pro- 
vided considerable information and data about the Oil-for-Food pro- 
gram. Do you agree with that? 

Mr. Fawcett. The data that was essential to stop any of the cor- 
ruption was not released. The only data that came out was inad- 
vertently leaked from the U.N. on occasion. This is the data that 
mentions company names and mentions pricing. None of the other 
data is relevant to preventing corruption. 

Mr. Norwood. Well, it appears to me that we are not getting the 
information or at least Congress is not getting the information as 
required. Dr. Volcker would be a good example of that. So it 
couldn’t very well be said that we are getting correct information, 
at least in my opinion, from the U.N. Is it true that the Secretary 
had no decisionmaking roles in setting the terms of the Oil-for- 
Food program? 

Mr. Fawcett. That is not true. The Secretariat had ongoing 
daily decisionmaking capacity. The oversight was by the Security 
Council, and they could step in at any time. But all the data that 
was being passed to the Security Council, the options for the pro- 
gram, how it would change, were being provided by the U.N. itself 

Mr. Norwood. Is the Secretary a hands-on kind of fellow? Does 
he delegate and just sort of didn’t know what was going on or do 
you think he knew what was going on? 

Mr. Fawcett. I think he knew what was going on, yes. 

Mr. Norwood. Do you think the oil voucher system was mostly 
a benign recordkeeping system of Saddam’s regime? 

Mr. Fawcett. Absolutely not. The recordkeeping system of graft, 
of corruption and political slush fund, I don’t believe all members 
of the Security Council knew of the existence or the details of the 
voucher regime. I believe that only came out after the toppling of 
Saddam. 

Mr. Norwood. Do you think we can prove that today? Do we 
have enough information out and documentation out that we could 
prove that? 

Mr. Fawcett. The existence of the voucher system or that 

Mr. Norwood. The voucher system actually worked and was 
honest. 

Mr. Fawcett. When it first came out, there was skepticism be- 
cause it came out in the Iraqi newspaper and maybe was pushed 
by some of the Iraqi political factions. But the fact that the Duelfer 
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or ISG report came out and looked at that in some depth gave me 
more confidence to believe it is correct. We are now seeing many 
investigations around the world, not just here in Washington, that 
are starting to prove that this original document was correct. 

Mr. Norwood. I will ask you one last one and perhaps a few in 
writing, but this one is important to me. Did the retroactive pricing 
of oil contracts cause oil exports to collapse as suggested by Dr. 
Gordon and ultimately harm the Iraqi people? 

Mr. Fawcett. No. 

Mr. Norwood. I am interested in that. 

Mr. Fawcett. You have to look at the time line. Iraqi smuggling 
was ongoing at that period. It was really taking off. Iraq was not 
as interested in exporting through the Oil-for-Food program as they 
were making far more money from the smuggling through the pipe- 
line. So the retroactive pricing, they could afford to stall, hedge and 
wait. So I don’t think that that had a negative impact upon the 
Iraqi populous; and, once again, if it did, we have no data, reliable 
data to show it. 

Mr. Norwood. Why did we do retroactive pricing? 

Mr. Fawcett. In order to cut out the cutback or the premium on 
the oil sales. 

Mr. Norwood. Explain that. 

Mr. Fawcett. The manipulation of pricing — oil was underpriced. 
So if oil was supposed to be at $20 a barrel, the Iraqis and the oil 
overseers would agree to $19.50 a barrel, which would be another 
$.50 to fiddle around. Doesn’t sound like much, but on a tanker 
load that is a million dollars. Retroactive pricing meant that the 
buyer didn’t know what they were going to pay for it until after 
they delivered it or at least after they lifted the oil. So it eliminated 
that maneuvering of pricing. 

Mr. Norwood. Do you think that was a proper thing to do to 
stop that kickback scheme? 

Mr. Fawcett. I think that was one of the options they had and 
had to go with it. 

I want to point out that for 2 years under this program the oil 
overseers were a French expert and a Russian expert and for 1 
year only the Russian was the oil overseer. When the new oil over- 
seers were appointed, a Danish man and a Dutch, within 1 month 
was when the Iraqis insisted upon having an overt premium. 

Mr. Norwood. Thank you, Mr. Chairman. 

Mr. Whitfield. Thank you. 

First panel has been here a couple of hours. I have about two or 
three more questions to complete the record from my perspective, 
and I will recognize Mr. Stupak. He has a few additional questions 
as well. 

First, Mr. Fawcett, under the voucher system, what the 661 
Committee would see, it is my understanding, was a contract be- 
tween SOMO and the oil company that did the lifting, but they 
would not see or be aware of the underlying grant of oil to the indi- 
vidual that Iraq wished to influence? 

Mr. Fawcett. That is correct. Not only would the 661 Committee 
not see it but most likely U.N. officials would also not see it. 

Mr. Whitfield. Now, Mr. Smego, originally I was talking to you 
about Exhibits 6 and 7 and Saddam’s efforts to influence the 
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French. One of the individuals that was identified was Roselyn 
Bachelot. Did you find any documents that purportedly chronicled 
meetings between the Iraqi intelligence service and Mrs. Bachelot? 

Mr. Smego. Yes, Ms. Bachelot was noted in Exhibit 9, for exam- 
ple. 

Mr. Whitfield. What does it state in there? 

Mr. Smego. In April 2002, a representative in Paris World wrote 
a memo regarding his meeting with the French parliament mem- 
ber, Ms. Bachelot. 

Mr. Whitfield. What was her title or position? 

Mr. Smego. Her position was the — she was the national assem- 
bly deputy and spokeswoman for Chirac’s 2002 Presidential cam- 
paign. The documents state as such, and the committee staff con- 
firmed that as well. 

Mr. Whitfield. Exhibit 12, would you walk us through that 
quickly. 

Mr. Smego. Exhibit 12 was a memorandum from May 2002 re- 
garding the meeting of the French representative in Paris with Ms. 
Bachelot stating that, number 2 — point 2, she assured that the 
French position opposed any American tax on the nation, and 
France used the right of opposition. In parentheses following that 
was a veto within the Security Council against any American deci- 
sion regarding the attack on Iraq and that Iraq issued its state- 
ment that it is prepared to offer financial support to Chirac for his 
election campaign. The message was passed on to the financial offi- 
cial of the election campaign. 

But I do want to make clear that the offer of campaign contribu- 
tion was declined by the 

Mr. Whitfield. No record of the campaign contribution? 

Mr. Smego. There is no record within that document, but it says 
the official declined it. 

Mr. Whitfield. And then one other question. Vladimir 
Zhirinovsky, I know there is some documentation of him. He is a 
member of the Russian duma. From your translations, did he re- 
ceive any oil vouchers? 

Mr. Smego. Yes, Mr. Zhirinovsky received quite a few oil alloca- 
tions. Specifically, Exhibits 23 through 30 specify the majority of 
the Russian oil allocations to Mr. Zhirinovsky, who was the head 
of the Russian liberal democratic party. 

Mr. Whitfield. Thank you very much. 

At this time, I recognize Mr. Stupak. 

Mr. Stupak. Thank you, Mr. Chairman. 

Mr. Fawcett, are you the author of this Exhibit Number 42 in 
our book. Sources of Revenue for Saddam and Sons: A Primer of 
the Financial Underpinnings of the Regime in Baghdad? 

Mr. Fawcett. Yes. 

Mr. Stupak. Are you the sole author? 

Mr. Fawcett. There are two of us. 

Mr. Stupak. Have you done subsequent writing since then? 

Mr. Fawcett. I haven’t done much writing but a lot of research. 

Mr. Stupak. On this? 

Mr. Fawcett. On the Oil-for-Food. 

Mr. Stupak. Because I’m looking at some of these statements in 
here, and what you are testifying to really looks a little different. 
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Like on page 13 when we talked about the overseers and Russia 
was in control and sort of insinuated that they had complete con- 
trol, but the Dutch in the fall of 2000 were the overseers? 

Mr. Fawcett. By the fall of 2000, there were three. 

Mr. Stupak. Are you alleging that the oil overseers were in on 
the oil surcharges? 

Mr. Fawcett. I am alleging — certainly not by the fall of 2000. I 
don’t believe they were. Earlier than that, under the French and 
Russian watch, I think there was an awful lot of underpricing of 
oil. It had not yet gone out into the public. I do not have any docu- 
mentation to show that the French or Russian oil overseers were 
taking money. 

Mr. Stupak. You didn’t state that in the report. You talked about 
the three overseers, one being the United States in there for 
awhile, and then they resigned. 

Mr. Fawcett. When the U.S. oil overseer resigned after about 18 
months of the program, it was the next month that the first fight 
began on oil pricing between the Security Council and Iraq. 

Mr. Stupak. You didn’t say that in your report, and that’s what 
we relied upon, and now your testimony is a lot different here 
today. 

Mr. Fawcett. The report is 3 years old. 

Mr. Stupak. About 2 years old. Just over 2 years. That is why 
I asked you if you have any subsequent writings to try to clarify 
what you are saying. 

Mr. Fawcett. No. I think the oil overseers when they came — the 
new oil overseers came in in the fall of 2000 is exactly the same 
period of time when two other things were happening, the opening 
of the Syrian pipeline and the Iraqis demanding an overt kickback. 

Mr. Stupak. On page 23 of your report, you said the second half 
of 2000. Because France only went so far in advocating reform of 
U.N. sanctions, rather than Iraq’s preferred option of lifting them 
entirely, the French company saw their market share slashed dra- 
matically. 

Mr. Fawcett. That is right. 

Mr. Stupak. The Oil-for-Food program, Saddam Hussein lever- 
aged it for political gain and also for trying to lift sanctions? 

Mr. Fawcett. Correct. And he would try to leverage the French, 
and one way of leveraging them was to pull away the support he 
was giving them. 

Mr. Stupak. In this report, you talked a lot about the U.N. over- 
sight and the lack of oversight and the 661 Committee or the 
standing committee. Nowhere did you mention the Secretary Gen- 
eral, but you talked a lot about him today. 

Mr. Fawcett. Right. This was a portion of the report that we did 
not — or a topic we did not go into. 

Mr. Stupak. The stuff you said about the Secretary General, do 
you have documents to back that up? 

Mr. Fawcett. Most of the allegations against the Secretary Gen- 
eral have come out in the last year, the allegation about the impro- 
prieties of his son. 

Mr. Stupak. To make allegations is one thing, but to be able to 
factually back them up is another thing. Do you have any docu- 
ments to back them up? 
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Mr. Fawcett. The documents against the Secretary General in 
the Volcker Commission are the worst. I have gone back in the his- 
tory and the public record and found the activities of the Secretary 
General vis-a-vis Iraq. Did not do it in 2002. 

Mr. Stupak. Do you have any documents? 

Mr. Fawcett. Plenty of documents. 

Mr. Stupak. We will ask you to produce those for the committee. 

Since you are the author of this report, can you explain this to 
me? The first year the Oil-for-Food program is found, page 17. 
1997, U.S. Only took 13 percent of the Oil-for-Food program of the 
oil, still the largest end user. By 1999, the U.S. portion had climbed 
to 35 percent; and since September 11 the U.S. has been pur- 
chasing well over 50 percent of all the Iraqi oil sold under the Oil- 
for-Food program. 

And you go on to say, and I am not clear either, not clear why 
the U.S. purchased such large quantities of Iraqi oil in the wake 
of September 11 and amid the heightened threats toward the Bagh- 
dad regime emanating from Washington and this administration. If 
we know the program isn’t working at solving what it is supposed 
to solve and give humanitarian aid to Iraq and we are threatening 
war against them and trying to blame them for September 11, even 
though they had nothing to do with September 11, why would we 
continue to buy oil to fill the coffers of Saddam Hussein? That are 
the questions my constituents ask me, not this other stuff about 
the U.N. 

Mr. Fawcett. We could not explain it. We had no explanation for 
why we were doing it, which is why we reported that. 

Mr. Stupak. Dr. Gordon, I only have a few minutes left, but 
every time you tried to answer a question, you got cutoff. Any of 
those questions you want to explain from Dr. Burgess, Mr. Nor- 
wood or Ms. Blackburn? And you didn’t ask this committee to tes- 
tify? You were invited to testify. 

Ms. Gordon. Yes, sir. 

Mr. Stupak. You were asked by this committee to testify. You 
didn’t ask us to testify? 

Ms. Gordon. I certainly didn’t do that. 

If I could address a few points very briefly, and if I could address 
a couple of statements Mr. Fawcett made for clarification. 

When Mr. Fawcett and maybe someone else was talking about 
the oil overseers after the American and Norwegian left and there 
was only the French and Russian and there was implication there 
that then they were being self-serving, that is incorrect. That’s not 
how that committee worked. The way it worked for the oil over- 
seers is that two oil overseers had to sign off on every contract, and 
no oil overseer could sign off on any contract of his own nation. 

Mr. Stupak. Russia has their own oil and basically bought this 
oil for food and sold it back to the United States? 

Ms. Gordon. I am not familiar with that. 

When it was down to two or when it was even at three or when 
it was at two, then any time that a French contract came up or a 
Russian contract came up, since there were not two oil overseers 
from non-French or non-Russian countries to sign off on that, then 
that was circulated to the entire 661 Committee. That is what hap- 
pened when that occurred. There was a control in place. It’s incor- 
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rect to suggest that there wasn’t, which specifically prevented self- 
dealing in that form. 

Second, I would like to comment on the representative from Ten- 
nessee’s comment about the baby formula. With all due respect, an 
increase in baby formula is not a major factor in child death in 
Iraq. I will tell you what is a major factor, a lack of potable water. 
That’s what spikes child mortality. 

If you want to know what was responsible for the lack of potable 
water, it was the absence of sewage and water treatment equip- 
ment and, specifically, electricity to generate them. If you want to 
look at what particular goods the United States blocked systemati- 
cally throughout the sanctions regime including the Oil-for-Food 
program, it was the electricity sector, communications sector, 
transportation. 

If you want examples of what, in fact, caused large-scale child 
mortality in Iraq, it was such things as the U.S. blocking $200 mil- 
lion of child vaccines. It was the U.S. blocking water tankers dur- 
ing a period of drought in a country with high mortality from 
water-borne diseases. It was the U.S. agreeing to approve a sewage 
treatment plant in Iraq and blocking the generator to run it. 

If I could address the issue of data, Mr. Fawcett has said there 
was no reliable data on either the humanitarian situation or the 
severity of it prior to the Oil-for-Food program. That is incorrect. 
If you look at the scholarship of the leading medical demographers 
and public health experts from Harvard, Columbia, and Johns Hop- 
kins, published in the leading public health and medical journals, 
you will see something very different. You will see measurements, 
fresh data,not based on the Iraqi government, not based on the 
Iraqi government’s data, which demonstrates both the severity of 
the humanitarian situation as of 1996 and substantial improve- 
ments that happened in the humanitarian situation under the Oil- 
for-Food program. 

And, last, I would like to address the claim that the Secretary 
General had an ongoing daily decisionmaking process in the Oil- 
for-Food program. That is incorrect. At every point the structure of 
the program was determined by Security Council resolutions and 
decisions made by the 661 Committee. The Secretary General had 
no decisionmaking role in that. That was something because it was 
a program under the auspices of Chapter 7 of the U.N. charter that 
was entirely the creation and under the supervision and monitoring 
of the Security Council. 

Thank you for giving me the opportunity. 

Mr. Stupak. Mr. Fawcett, smart sanctions, which was U.N. Reso- 
lution 1409, that sort of lifted any kind of control that was left in 
this whole program, right, that was implemented May 14 to the 
smart sanctions? Can you explain how that sort of lifted any inter- 
national control? 

Mr. Fawcett. No. I am not up to speed on the smart sanctions 
approach. 

Mr. Stupak. It’s found on page 20 of your report. Because you 
said here, the new sanctions regime will actually weaken inter- 
national control and facilitate increased hard currency opportuni- 
ties for the Hussein regime in two ways. First, all efforts to in- 
crease international monitoring or oversight of sanctions busting 
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trade with Iraq were abandoned in the course of negotiations lead- 
ing to the passage of the resolution; and, second, the streamlined 
procedures will make it much easier for Iraqi officials to insist 
upon kickbacks, on contracts supplying goods to the Oil-for-Food 
program. 

Mr. Fawcett. I am with you now. That was a process by which 
the oversight from the Security Council was lessened and more re- 
sponsibility was actually put onto the Secretariat, upon the U.N. 
officials, to approve contracts without having them go through the 
Security Council. So whatever limited oversight the Security Coun- 
cil had been providing previously, which was limited, was de- 
creased. 

Mr. Stupak. No way in the Security Council or any form in the 
U.N. does the Secretary General have a vote on the Security Coun- 
cil or anything? 

Mr. Fawcett. No. 

Mr. Whitfield. Gentleman’s time has expired. 

Mr. Stupak and I had two opportunities. If there is anyone else 
who wants to ask a question, then we will terminate this panel. 
Mr. Burgess was recognized first. Mrs. Blackburn. 

Mrs. Blackburn. Thank you, Mr. Chairman. I did have just a 
couple more questions that I wanted to come back to now that we 
are through this, and I know we are all ready to hear from Mr. An- 
derson. 

Dr. Gordon, I would like to come back to you. You have a great 
deal of knowledge of the inner workings of the U.N. and seem very 
supportive of what you saw carried out in this program. It had 
been reported and we had heard that Chief of Staff Riza had shred- 
ded some documents that were related to the program. Do you 
know if he had the authority to shred those documents and who 
may have given him that authority? Do you know anything about 
that situation? 

Ms. Gordon. The only small amount I know about is the docu- 
ments were redundant. They were a second set. Other than that, 
I don’t know anything about that event. 

Mrs. Blackburn. And then talking again about Mr. Sevan, my 
question — and since you have knowledge of the workings of the 
tJ.N. in this program, my question to you would be, how did he 
manage to seemingly disobey U.N. rules and not really raise any 
suspicions, just kind of work, you know, on his own framework or 
maybe on his own timetable or maybe under his own direction, if 
you will? Do you have any insight you could offer to that? 

Ms. Gordon. Your question is 

Mrs. Blackburn. How is he able to do it without raising sus- 
picions within the U.N. Organization? 

Ms. Gordon. You are referring specifically to the claim that he 
received an oil voucher? 

Mrs. Blackburn. Uh-huh. 

Ms. Gordon. I assume in the same process as has been described 
before. The way the Security Council designed this program is that 
the company names were registered and the company names, as 
long as they were sold — as long as those companies corresponded 
to the contracts and the contracts conformed to the formulas ap- 
proved by the 661 Committee, that’s what took place. What hap- 
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pened with the vouchers was entirely outside that system. None of 
the vouchers at any point would have come through that system. 

Mrs. Blackburn. So then what you are saying is you don’t think 
there was oversight of his activities in that regard and that would 
not have been abnormal for there not to have been oversight of his 
activities? 

Ms. Gordon. There is enormous oversight of his activities. If you 
look at the reports he presented 

Mrs. Blackburn. Within a certain framework. 

Ms. Gordon. If you want to know whether the voucher came 
through, obviously, it did not. 

Mrs. Blackburn. Mr. Chairman, I yield back. 

Mr. Whitfield. Mr. Burgess. 

Mr. Burgess. Thank you, Mr. Chairman. 

Just a couple of additional questions for Mr. Smego. 

On the documents that have been provided to us in the binder, 
I believe it is document number 7, in that your translation work 
showed you that there was opportunity to discuss the political for- 
tunes of Mr. Chirac of France and Mr. Putin of Russia, is that cor- 
rect? 

Mr. Smego. Yes, specifically the people through whom the 
French President Jacques Chirac and Russian President Vladimir 
Putin could be approached by the Iraqi intelligence service. 

Mr. Burgess. Are there other documents then that show that 
Russian political figures received oil allocations from Saddam Hus- 
sein? 

Mr. Smego. Certainly. There were some documents from the 
Russian Asbecht. For example. Exhibit 30, which is a spreadsheet, 
handwritten, that outlines the different oil allocations during phase 
7, specifically, the second handwritten point at the bottom for Mr. 
Zhirinovsky and the third for Ms. Sazhi in the political Science 
Committee. Ms. Sazhi was identified as the head of the peace and 
unity party of Russia. 

Mr. Burgess. I know Mr. Waxman has pointed out this is our 
13th hearing, but bear with me because this is my first. Who is 
Vladimir Zhirinovsky? 

Mr. Smego. Vladimir Zhirinovsky was the head of the Russian 
liberal democratic party. 

Mr. Burgess. And could you walk us through the documents 
that show that Mr. Zhirinovsky received oil allocations from Sad- 
dam Hussein? 

Mr. Smego. I believe starting off at 26 — starting off at Exhibit 
23 , Mr. Zhirinovsky requested some cooperation in contracting. 

Exhibit 24 discusses the subject of the special quantity of crude 
oil to Mr. Vladimir Zhirinovsky, and the company belonging to Mr. 
Zhirinovsky has not registered itself in the United Nations until 
now. 

Exhibit 26 would be a memorandum from Tariq Aziz to the min- 
ister of oil regarding a Russian delegation that was going to arrive 
in October 1997 to complete the special contracts regarding the Oil- 
for-Food products and that the Saddamco company is registered in 
Iraq and the United Nations to purchase oil on behalf of that Rus- 
sian liberal democratic party. 
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Subsequent Exhibit 27 mentions 1.8 barrel contract during phase 
2 for Saddamco. That is on October 7, approximately 2 days after 
that delegation was to arrive. 

Mr. Burgess. Thank you, Mr. Chairman. I yield back. 

Mr. Whitfield. Thank you, Dr. Burgess. 

I thank this panel for their testimony today, and at this time you 
are dismissed. 

We will call our second panel: Mr. Gerald C. Anderson, who is 
the Director of the Office of Peacekeeping, Sanctions and 
Counterterrorism, U.S. Department of State. Mr. Anderson, good 
afternoon. You are aware that the committee is holding an inves- 
tigative hearing and when doing so we have had the practice of 
taking testimony under oath. Do you have any objection to taking 
testimony under oath or giving it under oath? 

Mr. Anderson. No objection. 

Mr. Whitfield. The Chair then advises you that under the rule 
of the House and the rules of the committee you are entitled to be 
advised by counsel. Do you desire to be advised by counsel during 
your testimony today? 

Mr. Anderson. No, thank you. 

Mr. Whitfield. If you would please rise and raise your right 
hand, I will swear you in. 

[Witness sworn.] 

Mr. Whitfield. You are now under oath. 

Mr. Anderson, you may give your 5-minute opening statement. I 
didn’t want Mr. Stupak 

Mr. Stupak. I am listening. 

TESTIMONY OF GERALD C. ANDERSON, DIRECTOR, OFFICE OF 

PEACEKEEPING, SANCTIONS AND COUNTERTERRORISM, U.S. 

DEPARTMENT OF STATE 

Mr. Anderson. Mr. Chairman and distinguished members of the 
committee, I welcome the opportunity to appear before you to dis- 
cuss the U.N. Oil-for-Food program and to answer your questions 
on various aspects of the management and execution of the pro- 
gram. 

The Oil-for-Food program was adopted in 1995 to alleviate the 
serious humanitarian crisis while maintaining comprehensive re- 
strictive measures on items that Saddam Hussein could use to then 
pose a threat to his neighbors in the region and this at a time 
when many were calling for an end to those restrictions. The 661 
Committee monitored the implementation of the Oil-for-Food pro- 
gram and through each of its members was also responsible for re- 
viewing humanitarian contracts, oil spare parts contracts and oil 
pricing submitted on a regular basis by Iraq to the U.N. for ap- 
proval. The U.S. delegation was an active participant in all such 
reviews. 

However, the 661 Committee operated on a consensus basis as 
a subsidiary body of the Security Council. The efforts of the U.S. 
and the United lUngdom to counter or address noncompliance were 
often negated by other members’ desires to ease sanctions on Iraq, 
often exacerbated by the actions of certain key member states in 
advancing self-serving national economic objectives. 
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Clearly, the sanctions failed to force the regime of Saddam Hus- 
sein to comply with international obligations, but they did succeed 
in limiting Iraqi efforts to rebuild their military capabilities. The 
major shortcomings of the OFF program have been widely docu- 
mented in recent months, but the program did succeed in its basic 
humanitarian objective of ensuring that the Iraqi people were ade- 
quately fed. 

Much of what the U.S. Government could and could not achieve 
with regard to monitoring the program was directly related to the 
politics surrounding Iraq and the Security Council. U.S. efforts to 
keep the comprehensive sanctions regime in place were repeatedly 
challenged by Council members whose national firms would derive 
economic benefit from the lifting of sanctions. 

Indeed, starting in the mid 1990’s and continuing to 2001, these 
pressures to lift sanctions grew. Violations with respect to the Oil- 
for-Food program manifested themselves in a whole pull-down 
menu of manipulative mechanisms in order to circumvent the sanc- 
tions, including surcharges, topping off, influence peddling, product 
substitution, product diversion, phony service contracts, phantom 
spare parts, shell corporations, illusory performance bonds, hidden 
bank accounts and plain old-fashioned bribery and kickbacks to the 
tune of several billion dollars. 

Mr. Chairman, some members of the Security Council did not 
take their international obligations seriously and either directly or 
indirectly facilitated sanctions busting activities by the Saddam re- 
gime. The 661 Committee was mired in a political debate with re- 
gard to Iraq that often impeded it from taking action against viola- 
tors of the embargo; and, as the recent Volcker Committee reports 
indicate, there are serious charges that U.N. officials may have al- 
lowed Saddam to further undermine their system. 

When in late 2000 the U.N. Oil overseers reported excessive pre- 
miums on oil experts, the 661 Committee, led by the U.S. and the 
U.K., agreed to a statement on December 15, 2000, making clear 
that additional fees above the selling price approved by the 661 
Committee were not acceptable. Despite circulation of this message 
to all oil companies approved to lift Iraqi oil, evidence of the illicit 
surcharges continued during the spring of 2001. 

The U.S., working in close coordination with the British delega- 
tion, raised the issue of excessive oil price premiums in a series of 
more than 40 formal and informal 661 Committee and Security 
Council meetings during that period. After months of stalemate, 
the U.S. and British experts made creative use of the consensus 
rule governing decisions in the 661 Committee by withholding sup- 
port until the end of the month on oil pricing proposals submitted 
at the beginning of the month by the Iraqis. As a result, by the 
spring of 2002, the oil price variation or surcharge for market lev- 
els had been reduced from as much as $.50 per barrel to an accept- 
ed industry variation of $0.03 to $.05 per barrel. 

Allegations of kickbacks to the Oil-for-Food program began to 
surface in late 2000. The U.S. and British experts raised this issue 
with the 661 Committee experts and the Office of Iraq Programs 
representatives in 2000 and early 2001 and formally submitted pro- 
posals to address this issue during a 661 Committee meeting in 
March 2001. However, no documentary evidence was available at 
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the time to support the allegations, and other committee members 
claimed that, without this evidence, no action can be taken. 

The United States frequently provided members of the 661 Com- 
mittee and the Security Council with information and evidence of 
sanctions violations by the Saddam regime, including on Saddam’s 
diverting funds to benefit Iraq’s elite and on his attempts to pro- 
cure WMD-related materials. 

In March 2002, a U.S. interagency team briefed the 661 Com- 
mittee on the regime’s diversion of trucks. 

U.S. commanders of the multi-lateral interception force in the 
Gulf briefed the committee each year starting in 1996 on illegal 
smuggling of Iraqi crude oil, including through the unauthorized 
use of ferry services from neighboring states. 

An equally noteworthy source of oil smuggling was through 
Iraq’s pipeline with Syria which restarted in late November 2000. 
The U.S., in coordination with the U.K., repeatedly raised concerns 
over this blatant noncompliance only to be told by Syria that the 
pipeline was, quote, being tested. 

Mr. Chairman, thank you for this opportunity to appear before 
the committee. I now stand ready to answer whatever questions 
you and your fellow committee members may have. 

[The prepared statement of Gerald Anderson follows:] 

Prepared Statement of Gerald C. Anderson, Director, Office of Peace- 
keeping, Sanctions and Counter-Terrorism, Bureau of International Orga- 
nization Affairs, U.S. Department of State 

Mr. Chairman, distinguished members of the Committee, I welcome the oppor- 
tunity to appear before you to discuss the U.N. oil-for-food program and to answer 
your questions on various aspects of the management and execution of the program. 

Mr. Chairman, let me start by discussing why the Iraq sanctions were imposed 
and why the Oil-for-Food Program was established. Four days after Iraq invaded 
Kuwait in 1990, the Security Council adopted Resolution 661, which imposed com- 
prehensive trade and financial sanctions against the former Iraqi regime. The 
United States government supported this measure as part of a larger strategy to 
force Iraq to cease hostilities and to withdraw its forces from Kuwait. 

At the end of the Gulf War in 1991, the Security Council adopted Resolution 687 
that extended comprehensive sanctions on Iraq to ensure that Saddam Hussein 
complied with the major provisions of the ceasefire. By retaining the sanctions, the 
Council also sought to deny Iraq the capability of rearming or constituting its weap- 
ons of mass destruction and other military programs. 

The sanctions were not anticipated to remain in place for more than a year or 
two before Saddam complied. We now know that Saddam chose not to comply. By 
1995 in the wake of deteriorating humanitarian conditions in Iraq, many in the 
international community called for an end to the restrictions, reflecting concern that 
the impact of the sanctions was being borne primarily by the innocent Iraqi civilian 
population. 

In April 1995 the Security Council adopted Resolution 986, establishing the Oil- 
for-Food Program to alleviate the serious humanitarian crisis while maintaining 
comprehensive restrictive measures to deny Saddam access to items that he could 
use to again pose a threat to his neighbors in the region. 

The sanctions committee that was established under Resolution 661 in 1991, the 
661 Committee, monitored the implementation of the overall sanctions regime on 
Iraq, and after the adoption of Resolution 986, it also monitored the implementation 
of the Oil-for-Food Program. 

The 661 Committee, like all sanctions committees, operated as a subsidiary body 
of the Security Council. Unlike the Council, decisions were made on a consensus 
basis requiring the agreement of all parties and members. In addition to providing 
general oversight of the Oil-for-Food Program and to monitoring member state com- 
pliance with the sanctions, the committee, through each of its members, was also 
responsible for reviewing humanitarian contracts, oil spare parts contracts and oil 
pricing submitted on a regular basis by Iraq to the U.N. for approval. 
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The U.S. delegation was an active participant in all such reviews. The efforts of 
the U.S. and the United Kingdom to counter or address non-compliance were often 
negated by other members’ desires to ease sanctions on Iraq. The atmosphere in the 
committee, particularly as the program evolved during the late 1990s, became in- 
creasingly contentious. 

The fundamental political disagreement between members over the Council’s im- 
position of comprehensive sanctions was often exacerbated by the actions of certain 
key member states in advancing self-serving national economic objectives. In retro- 
spect, although the consensus rule often st3Tnied progress in the committee, that 
same consensus rule helped the U.S. achieve its objectives in a number of critical 
ways. 

The imposition of a retroactive pricing mechanism and our ability to place holds 
on humanitarian contracts that contained potential dual-use items were both made 
possible by the use of the consensus rule. 

Judging the success or failure of the Iraq sanctions depends on the view of their 
objectives. Clearly they failed to force the regime of Saddam Hussein to comply with 
its international obligations. But they did succeed in limiting Iraqi efforts to rebuild 
their military capabilities after the Gulf War. As regards the Oil-for-Food Program, 
similar considerations apply. The major shortcomings of the program have been 
widely documented in recent months, but the Oil-for-Food Program did succeed in 
its humanitarian objective of ensuring that the Iraqi people were adequately fed, 
thus limiting the impact of sanctions on them. 

Much of what the U.S. Government could and could not achieve with regard to 
monitoring the program and implementation of the sanctions was directly related 
to the political situation surrounding the contentious issue of Iraq in the Security 
Council and in the 661 Committee. U.S. efforts to keep the comprehensive sanctions 
regime in place repeatedly were challenged by Council members who complained 
about the humanitarian impact of sanctions on the Iraqi people, and whose national 
firms would derive economic benefit from the lifting of sanctions. Indeed, starting 
in the mid-1990s and continuing into 2001, these pressures to lift sanctions grew. 

Violations with respect to the oil-for-food program manifested themselves in a 
whole pull-down menu of manipulative mechanisms in order to circumvent the sanc- 
tions, including surcharges, topping off, influence pedaling, product substitution, 
product diversion, phony service contracts, phantom spare parts, shell corporations, 
illusory performance bonds, hidden bank accounts and then plain old fashioned brib- 
ery and kick backs to the tune of several billion dollars. 

Let me provide examples in two key areas: manipulation of oil pricing and kick- 
backs on tbe oil-for-food program. 

The first regards oil flowing out of Iraq. The former Iraqi regime, through the 
State Oil Marketing Organization, proposed prices for various markets and grades 
of crude for review by the U.N. Oil Overseers, and for approval by the 661 Com- 
mittee. The U.N. Oil Overseers and committee members verified that the purchase 
price of the petroleum and the petroleum products were reasonable in light of pre- 
vailing market conditions. Evidence that the Iraqis were attempting to impose ex- 
cessive price premiums on oil exports to exploit differences between oil prices ap- 
proved by the 661 Committee and subsequent fluctuations in global oil prices sur- 
faced as early as the fall of 2000, when the UN oil overseers informed the 661 Com- 
mittee of instances in which the GOI was requesting imposition of an additional fee 
on the sale of Iraqi crude. 

My second example involves goods coming into Iraq. Again, there was a clear divi- 
sion of responsibility. While Iraqis retained the authority to contract with specific 
suppliers under the oil-for-food program, the 661 Committee was tasked with ensur- 
ing that the contracted goods were appropriate for export to Iraq under the condi- 
tions set out in Security Council Resolution 986. Once a contract was approved by 
the committee and the goods shipped, the U.N. inspections agent, Lloyds Register, 
and later Cotecna, were responsible for authenticating the arrival of these goods 
into Iraq. Separately, it was the responsibility of member states to prevent sanc- 
tioned goods from entering into Iraq. 

Mr. Chairman, I offer these examples to illustrate exactly where responsibility 
lay. There were, in hindsight, substantial problems related to all of these areas of 
responsibility. Some members did not take their international obligations seriously 
and either directly or indirectly facilitated sanctions-busting activities by the Sad- 
dam regime. The 661 Committee was mired in a political debate with regard to Iraq 
that often impeded it from taking action against violators of the embargo. And as 
the recent Volcker Independent Inquiry Committee reports indicate, there are seri- 
ous charges that U.N. officials may bave allowed Saddam to further undermine 
their system. 
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I stated earlier that the United States has made every effort to address violations 
within the 661 Committee, even though we were often impeded hy other committee 
members. 

In late 2000, U.N. Oil Overseers reported that Iraqis were attempting to impose 
excessive premiums on oil exports. The 661 Committee, led hy the United States 
and the United Kingdom, agreed to a statement on December 15, 2000, making 
clear that additional fees above the selling price approved by the 661 Committee 
were not acceptable. Despite circulation of this message to all companies approved 
to lift Iraqi oil, evidence of the illicit surcharges continued during the spring of 

2001. The United States, working in close coordination with the British delegation, 
raised the issue of excessive oil price premiums in a series of more than 40 formal 
and informal 661 Committee and Security Council meetings during that period. 

After months of stalemate within the committee, the U.S. and British experts 
made creative use of the consensus rule governing decisions in the 661 Committee 
by withholding support until the end of the month on oil pricing proposals sub- 
mitted at the beginning of the month by the Iraqis. This retroactive price analysis 
gave the U.S. and British experts the opportunity to compare oil prices sought to 
the actual market price of similar crude oils to determine if SOMO’s prices reflected 
fair market value — a requirement under Resolution 986. Beginning in October 2001, 
the United States and United Kingdom regularly employed the retroactive pricing 
mechanism to evaluate SOMO’s prices until the suspension of the oil-for-food pro- 
gram in 2003. 

The retroactive oil pricing we imposed had the intended effect. By the spring of 

2002, the U.N. Oil Overseers reported that the oil price variation from market levels 
had been reduced from as much as 50 cents per barrel to an accepted industry vari- 
ation of 3 to 5 cents. 

Separately, allegation of kickbacks to the oil-for-food program began to surface in 
late 2000. U.S. and British experts raised this issue with the 661 Committee experts 
and the Office of the Iraq Program’s representatives in 2002 and early 2001 and 
formally submitted proposals to address this issue during a 661 Committee meeting 
in March 2001. However, no documentary evidence was available at the time to sup- 
port these allegations. Consequently, our proposals received no support. Committee 
members claimed that, absent evidence indicating that such kickbacks existed, no 
action could be taken. 

Important measures taken to address this issue occurred after the fall of 
Saddam’s regime, when the United States, through the Coalition Provisional Au- 
thority, was informed of the kickback scheme by Iraqi ministry representatives in 
Baghdad. With the fall of the Hussein regime in the spring of 2003, and with the 
subsequent authorities granted under U.N. Security Council Resolution 1483, CPA 
officials, in coordination with U.N. officials and Iraqis, took steps to eliminate sur- 
charges in the remaining oil-for-food contracts. 

In addition to eliminating and countering surcharges and kickbacks, the United 
States also took initiatives to provide members of the 661 Committee and the Secu- 
rity Council with information and evidence of violations by the Saddam regime, dur- 
ing various briefings. The United States briefed Security Council members in 2000 
on the various ways the Saddam regime was diverting funds to benefit Iraq’s elite, 
including through the use of diverted funds to build and furnish Saddam’s palaces. 
The U.S. again briefed Security Council ambassadors in the spring of 2002 on 
Saddam’s noncompliance with U.N. Security Council resolutions, and Saddam’s at- 
tempts to procure WMD-related materials. 

In March of 2002, a U.S. interagency team briefed the 661 Committee on the re- 
gime’s diversion of trucks. U.S. commanders of the Multilateral Interception Force, 
or MIF, in the Gulf also briefed the committee each year starting in 1996 on the 
MIF’s activities in combating the illegal smuggling of Iraqi crude oil. MIF Com- 
manders in 2001 and 2002 briefed the 661 Committee and highlighted the continued 
attempts by Saddam Hussein to circumvent sanctions by illegally exporting oil and 
illicitly importing materials into Iraq through the unauthorized use of ferry services 
from neighboring states. 

The MIF operating in the Persian Gulf enjoyed success from 2000-2001 in signifi- 
cantly reducing the number of small vessels operating out of Shaft al-Arab that 
were smuggling Iraqi oil along Iran’s southern coast. An equally noteworthy source 
of oil smuggling prior to the 2003 Iraq war was the illegal flow of oil through Iraq’s 
pipeline with Syria, which restarted operations in late November 2000. The United 
States, in coordination with the UK, repeatedly raised concerns over such blatant 
non-compliance, only to be told by Syrian representatives that the Iraq-Syria pipe- 
line was “being tested,” but was not operational. 
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The oil-for-food program was a unique endeavor, and although it was essential to 
the Iraqi people, it was also manipulated by Saddam Hussein and his cronies to un- 
dermine the sanctions. 

Mr. Chairman, thank you for this opportunity to appear before the committee, I 
now stand ready to answer whatever questions you and your fellow committee mem- 
bers may wish to pose. 

Mr. Whitfield. Thank you, Mr. Anderson. 

How long have you been with the State Department? 

Mr. Anderson. I joined the State Department in August 1980. 

Mr. Whitfield. How long have you been involved in this oil-for- 
food issue? 

Mr. Anderson. I became director of this office in July 2004. 

Mr. Whitfield. Who was the U.S. representative on the 661 
Committee? 

Mr. Anderson. The 661 Committee was a committee of the Secu- 
rity Council; and, therefore, our mission was represented and our 
permanent representative was the senior representative. But most 
committee sessions were attended by our sanctions unit chief at the 
U.S. mission to the United Nations in New York. 

Mr. Whitfield. Now, in your testimony, you talk about that self- 
serving national economic objectives often worsened fundamental 
political disagreements between members of the Security Council. 
Can you provide a specific example of this? 

Mr. Anderson. The reference there was, by looking at the mem- 
bers of the Security Council and the 661 Committee with whom we 
debated measures to deal with noncompliance, with sanctions and 
with these various manipulative devices that I listed in my state- 
ment, it was clear that countries that had an interest in selling 
more of their products, their companies’ products to Iraq, tended to 
take positions more favorable to Iraq. 

Mr. Whitfield. The oil surcharge would be one example? 

Mr. Anderson. That would be one example. 

Mr. Whitfield. When did the U.S. become aware that Saddam 
was demanding an oil surcharge? 

Mr. Anderson. The oil overseers first informed the 661 Com- 
mittee in December 2000 about the blatant attempts to impose the 
surcharges of up to $0.50. 

Mr. Whitfield. Did the U.S. raise concerns about this with the 
661 Committee? 

Mr. Anderson. Yes. 

Mr. Whitfield. How many times did they attempt to address the 
issue of oil surcharges with the 661 Committee? 

Mr. Anderson. As I mentioned, over 40 times. I have a list of 
a number of particular dates when those issues were raised, and 
I would characterize it as an iterative process where we sought to 
find a solution that would be acceptable to the committee through 
a consensus of the committee and would also be effective in ending 
the oil surcharges. 

Mr. Whitfield. And the U.S — I assume you made written re- 
quests about this or sent written documents to the committee ex- 
pressing their concern? 

Mr. Anderson. We did submit a number of written documents 
accompanying our various proposals on this issue over time. 

Mr. Whitfield. And which states resisted American efforts to 
eliminate the surcharge? 



68 


Mr. Anderson. Generally speaking, the U.S. and the U.K. Were 
like-minded in general. Occasionally, we had some differences of 
opinion on tactics, but we were generally with them and the other 
permanent members of the Security Council and some of the non- 
permanent members of the Security Council such as, for example, 
Syria who, during part of the program, during one 2-year period 
was a member of the Council and a member of the Committee. 

Mr. Whitfield. Basically, France, Russia and China were 
those 

Mr. Anderson. Those were the other three permanent members. 

Mr. Whitfield. What were their stated reasons for objecting to 
removing the surcharges? 

Mr. Anderson. In general, the first type of reaction to proposals 
to deal with the surcharges was challenging the evidence that was 
available for the surcharges. Another common argument was to 
claim that action on the surcharges would affect the humanitarian 
situation in Iraq negatively or would cause the net revenue coming 
into the program to decline, which would therefore reduce the 
amount of funds under the program available to procure humani- 
tarian supplies. 

Mr. Whitfield. And yet the surcharges themselves were defi- 
nitely reducing the amount of money, humanitarian aid going to 
Iraq? 

Mr. Anderson. That was clearly our argument, Mr. Chairman. 

Mr. Whitfield. But you were never successful in getting them 
to correct that, is that correct? 

Mr. Anderson. That’s correct. We did, however, de facto imple- 
ment a system of retroactive pricing that was referred to in the 
first panel, which we implemented not by consensus in the com- 
mittee, because we never obtained a consensus, but through the 
system of holds on oil prices. In other words, we exercised our right 
under the consensus system to place a hold on any oil contracts 
until the end of the month when it was known what the market 
price for that oil was during that month. And that was the mecha- 
nism that we used to implement retroactive pricing. It was over the 
objections of other members of the committee. 

Mr. Whitfield. In some of our testimony. Dr. Gordon — my im- 
pression was that everything decided at the 661 Committee had to 
be unanimous and the fact that the U.S. was not objecting seemed 
to indicate that the U.S. was going along with eve^thing that was 
happening. But what you have just described is a little bit different 
than that. 

Mr. Anderson. Mr. Chairman, I’m not sure which issue your ref- 
erence to objecting is, but I would just reiterate there were many 
disputes within the committee over policy decisions and the 

Mr. Whitfield. There were a lot of disputes, I take it? 

Mr. Anderson. Yes. 

Mr. Whitfield. In Exhibit 46, I notice that the U.S. was willing 
to consider other alternatives to retroactive pricing in order to get 
rid of the surcharges, is that correct? 

Mr. Anderson. Yes, Mr. Chairman. Exhibit 46 is a document 
that analyzes various responses from various members of the 661 
Committee to the problem of surcharges. This is a matrix that was 
drawn up at one point during the 6 months of debate within the 
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committee on how to deal with this problem, and it illustrates the 
range of ideas that were under discussion. When you add up the 
various positions, you can see why we were not able to reach a con- 
sensus that we felt would be effective. 

Mr. Whitfield. Why did the U.S. and Great Britain desire 
proactive pricing to be conditioned on a mandatory lifting require- 
ment? 

Mr. Stupak. This document number 46, could you tell us the 
source of that document? 

Mr. Whitfield. Came from the State Department. 

Mr. Stupak. Does Mr. Anderson have that in front of him? 

Mr. Anderson. Yes, I do. 

Mr. Stupak. Do you recognize that as a State Department docu- 
ment? 

Mr. Anderson. I know from conversations with colleagues at our 
mission to the United Nations that it is a United States document. 
It was prepared in New York by our mission. 

Mr. Whitfield. Can you explain why the U.S. and Great Britain 
desired proactive pricing to be conditioned on mandatory lifting re- 
quirements? 

Mr. Anderson. Mr. Chairman, I’m not an expert by any means 
on the oil market, but I understand from others who were — whose 
reasoning was behind that decision that that method would be 
more effective in eliminating the surcharges. Because, as I believe 
we heard described in the first panel, if a company that was going 
to lift oil was not aware at the time they agreed to lift what the 
price would be, it would not be possible to make an agreement with 
the Iraqi side for a surcharge. And if they were able to get out of 
that lifting obligation, then that arrangement would no longer 
apply. 

Mr. Whitfield. Now you mention in your testimony that mem- 
bers of the 661 Committee did not take their international obliga- 
tions seriously. Could you be more specific in terms of particular 
countries and examples? 

For example, with respect to holds placed on humanitarian con- 
tracts, can you estimate what percentage of holds were placed by 
the U.S. and British due to concerns over potential dual-use capa- 
bilities? 

Mr. Anderson. I would say the vast majority of holds placed by 
the U.S. and U.K — over 99 percent of those holds were placed be- 
cause of concerns about potential dual uses. There were a very 
small number of cases where some participants in the interagency 
review process that took place in Washington of the oil contracts 
signaled a concern about the pricing of the contract as potential 
evidence of a kickback taking place. But in almost every case, even 
contracts that had a pricing concern were placed on hold officially 
because of concerns about dual use. 

Mr. Whitfield. So if — ^you are saying over 90 percent by U.S. 
and Great Britain and 10 percent or less was for holds placed by 
the countries only? 

Mr. Anderson. If I understand the question, it goes to the per- 
centage of all holds placed by the committee and how many of 
those were placed by the U.S. and U.K. And my understanding is 
that, indeed, over 90 percent were placed by the U.S. and U.K; and. 
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therefore, all other members — the other 13 members of the com- 
mittee were only responsible for 10 percent of those holds. 

Mr. Whitfield. I have no further questions at this time. I recog- 
nize Mr. Stupak. 

Mr. Stupak. Thank you. 

Mr. Anderson, do you agree that there was a serious humani- 
tarian crisis in Iraq in 1995? 

Mr. Anderson. I would say, sir, and all the evidence that I have 
seen indicates that there was, indeed. 

Mr. Stupak. I’m looking at page 3 of your testimony, first main 
paragraph there. It says, the Oil-for-Food program did succeed in 
its humanitarian objective of ensuring that the Iraqi people were 
adequately fed, thus limiting the impact of the sanctions on them. 
Is that correct? 

Mr. Anderson. Yes, I think that’s correct. And I would call your 
attention to the precise wording. Adequately fed does not mean lux- 
uriously fed or any situation that we would all wish, but adequate, 
yes. 

Mr. Stupak. The illegal profits or sales of this oil and commod- 
ities — let’s just say oil — where Saddam Hussein received these 
kickbacks or money to do what he wished outside the Oil-for-Food 
program, it’s been estimated that half of this illegal money came 
from sales to countries like Jordan, Syria, Turkey, is that correct? 

Mr. Anderson. As I understand from studies that have been 
done of the oil market from that period, for example, the GAO 
study that I think you’re familiar with, that is the case, yes. 

Mr. Stupak. If the United States was pushing in the U.N. to 
make sure that the Oil-for-Food program was properly followed, as 
they should have, then why would the U.S. allow Saddam to re- 
ceive about half of his money through these illegal sales? These 
sales were in violation of the sanctions against Iraq? 

Mr. Anderson. Yes, sir. That’s correct. That’s the reason that 
the U.S. Government under the Foreign Assistance Act certified to 
the Congress that assistance to Jordan every year starting in 1991 
and to Turkey every year starting in 1996 was in the national in- 
terest despite their violations of U.N. Sanctions. 

Mr. Stupak. Doesn’t that send a mixed signal to everybody else? 
Like the sales to Jordan and Turkey, we will say that is in viola- 
tion of the sanctions, but we’ll look the other way. But if anyone 
else comes up with anything where they receive something that 
would be in violation of sanctions, we are going to put a hold on 
it or we’re going to try to enforce them in the 661 Committee? Isn’t 
that sort of a — how do you put credibility into a program when you 
look the other way when it’s in your political interest and then yet 
you admonish others for doing the same thing you are doing? 

Mr. Anderson. Jordan came to the 661 Committee in 1991 with 
a request for relief from the sanctions, alleging that the enforce- 
ment of the sanctions and a ban on oil trade with Iraq would cause 
severe economic hardship to Jordan. Turkey also submitted a simi- 
lar request for relief. The judgment of the U.S. Government as re- 
flected in those certifications to Congress was that indeed there 
was — it was in the U.S. interest to take that approach. 

Within the U.N. system, the Jordanian request was never grant- 
ed officially, but the committee “took note,” was the terminology 
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that they used, of the trade between Jordan and Iraq. And the U.S. 
in many bilateral diplomatic exchanges with Jordan suggested that 
the trade with Iraq in the other direction, in other words, the com- 
pensation that Jordan paid to Iraq, should only be in barter terms 
with humanitarian goods. In the case of Turkey, the 661 Com- 
mittee never acknowledged the request; and the U.S. also had 
many diplomatic exchanges with Turkey about attempting to limit 
those purchases from Iraq. 

Mr. Stupak. As I said in my opening, it’s a geopolitical decision, 
but I think we lose credibility when we start talking about sanc- 
tions and what other countries can do. Even though Jordan and 
Turkey did go to the standing committee, it sounds like the stand- 
ing committee did not approve it, but yet the U.S. did as a matter 
of policy. We’re supposed to be the big enforcer, us and the United 
Kingdom, to say these sanctions have to work; and if they work, 
we have to play by the same rules. When it was to our interest, 
we forget the rules, correct? 

Mr. Anderson. What Jordan and Turkey were doing was not a 
secret. It was known to the committee and made clear to the world 
and U.S. Congress and it is of a fundamentally different character 
than this list of under-the-table, secretive, manipulative means of 
gaining illegal revenue that the Saddam Hussein regime engaged 
in. 

Mr. Stupak. There are numerous allegations that prohibited 
items also went to Iraq through Jordan. What kind of controls did 
the Security Council have over this trade? 

Mr. Anderson. For a period of time, Jordan had an inspection 
system at its port in Aqaba of goods that were entering Iraq that 
was run by a private contractor. And the Jordanians assured us — 
and again, we had many diplomatic exchanges with them to make 
sure that they would police that trade to make sure that only those 
humanitarian goods were traded back to Iraq in exchange for the 
oil. 

Mr. Stupak. But we know that wasn’t the case now, right? 

Mr. Anderson. Every regime has exceptions, it has violations, 
including in this case. 

Mr. Stupak. Did the U.S. relieve its inspector of those duties — 
that was supposed to be doing these inspections along the border 
there in Jordan? Did Jordan have an inspector that was supposed 
to be looking at these commodities to make sure they didn’t violate 
the understanding that only certain humanitarian things could 
move from Jordan to Iraq? Did Jordan remove its inspector who 
was supposed to be head of this program and make sure that only 
the proper commodities went into — or humanitarian products went 
into Iraq. 

Mr. Anderson. I am not familiar with the details of that. I can 
get an answer back to you. 

[The following was received for the record:] 

This question should he directed to the Government of Jordan, which had respon- 
sibility for its side of the border. 

Mr. Stupak. If you would, please. Thanks. In June 1997, the 
United States and the United Kingdom told the sanctions com- 
mittee that it was, “beyond the committee’s competence to approve 
exports of Iraqi oil,” to Jordan. Such approval raised all sorts of 
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questions which had been put aside over the past few years, the 
tJ.S. stated. Is this your understanding of the situation concerning 
illegal trade between Iraq and Jordan? Is this your understanding? 

Mr. Anderson. As I said earlier, the 661 Committee took note 
of the trade, but the 661 Committee did not authorize it. And the 
U.S. participated in that decision. 

Mr. Stupak. You know, when we opened up the pipeline, and I 
think it was you that said that, that it was supposed to be an ex- 
periment at first just to make sure that it worked. But that was 
their pipeline going up to Syria there. 

Mr. i^DERSON. Yes, sir. 

Mr. Stupak. After that, that pipeline never really shut down. 
And that’s where a lot of these illegal sales took place, was through 
Turkey, and really outside the Oil-for-Food program. Were any at- 
tempts made by the State Department to shut that down? 

Mr. Anderson. Many, many attempts, both by raising this issue 
within the 661 Committee and also directly with Syria. 

Mr. Stupak. And nothing ever happened. Right? 

Mr. Anderson. That’s correct. 

Mr. Stupak. Okay. Was the State Department aware of all the 
end use of all this oil that was being sold illegally, that the end 
use was here in the United States? 

Mr. Anderson. I believe the State Department received the same 
kind of statistical reports on the oil industry that are widely avail- 
able to the industry. So I assume so. Yes, sir. 

Mr. Stupak. I asked a question earlier that has been bothering 
me. Maybe you can shed some light on it. I had asked of the other 
witness, Mr. Fawcett, because he sort of raised it in his report, that 
when we started in 1997, the first year of the program, the United 
States was the biggest user of the oil — Iraqi oil at 13 percent. By 
1999, it rose to 35 percent. And since September 11, the U.S. had 
been purchasing well over 50 percent of all Iraqi oil sold under- 
neath the Oil-for-Food program. And every year, it kept going up. 
And it’s just not clear why the U.S. would purchase such large 
quantities of Iraqi oil under this program in the wake of September 
11 and the thoughts of going to war. Can you explain that? Was 
there any State Department rationale why they would continue to 
buy that oil? 

Mr. Anderson. As far as I know, it wasn’t a State Department 
decision one way or the other on whether that oil should be pur- 
chased. Those are transactions done by private companies on the 
oil market within the framework of U.S. Law and international 
law. 

Mr. Stupak. Yeah, but still ended up here. Wouldn’t you do an 
investigation to try to enforce this so it did not end up on the U.S. 
market? And if we are trying to be true to the spirit of the sanc- 
tions, I would think you would not want Iraqi oil coming in here 
since we have these sanctions against them. 

Mr. Anderson. I think the simple answer to that is the oil mar- 
ket is one big pool, and at one end, oil is put in. Obviously, there 
are some limits on the particular qualities that are for particular 
purposes. But if the oil is going into that market from Iraq and the 
U.S. is purchasing oil, it really doesn’t matter whether a specific 
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oil from Iraq ends up in the U.S. or some other — it goes somewhere 
else and the U.S. substitutes; it’s one big pool. 

Mr. Stupak. Thank you. 

Mr. Whitfield. The gentleman’s time has expired. At this point, 
I will recognize Dr. Burgess for 10 minutes. 

Mr. Burgess. Thank you. And thank you, Mr. Anderson, for tak- 
ing time to be with us here today. In your testimony, you stated 
that, besides the surcharges and kickbacks, the United States also 
brought to the 661 Committee evidence and information concerning 
additional violations of the program, the Oil-for-Food program. And 
we have got in our binder that was provided to us Exhibit 45. And 
I guess, just like Mr. Stupak, this is a document that is known to 
you. Correct? 

Mr. Anderson. Yes, sir. 

Mr. Burgess. Okay. Exhibit 45, an e-mail dated March 5, 2002, 
on truck briefing points. And this document describes a situation 
where the United States apparently learned that Iraq was divert- 
ing trucks imported under the program for military purposes. Are 
you familiar with this? 

Mr. Anderson. Yes, sir. 

Mr. Burgess. Was this matter addressed within the 661 Com- 
mittee? 

Mr. Anderson. Yes, it was. 

Mr. Burgess. And what was their feeling about this? 

Mr. Anderson. This e-mail is dated 1 day before an interagency 
group from the U.S. Government briefed the committee on what we 
knew about the diversion of trucks that were brought into Iraq os- 
tensibly for humanitarian purposes and were then diverted to mili- 
tary use. And this is precisely the kind of concern that was upper- 
most in our mind within the committee, in making sure that goods 
were not diverted to military use. And that’s why we went to the 
trouble of presenting that briefing. And the result of that was a 
change in the judgments of the committee on what types of trucks 
would be considered humanitarian. 

Mr. Burgess. Well, clearly, the United States and the State De- 
partment were concerned. Were other members of the committee, 
did they express concern or surprise that this diversion was occur- 
ring? 

Mr. Anderson. This is, sir, a rather typical exchange. Typically, 
if someone presented information on a sanctions violation of this 
sort, it was usually either the United States or the United King- 
dom. Typically, depending on the nature of the evidence, if the evi- 
dence was very clear and compelling, there wasn’t too much that 
other committee members could say about it. If the evidence was 
circumstantial, as sometimes was the case when there would only 
be a newspaper article from the press somewhere without any cor- 
roborating evidence, other members of the committee would chal- 
lenge that newspaper article and would say that no action could be 
taken until there was more substantial evidence. But in this par- 
ticular case, the evidence was quite compelling, and there was ac- 
tion taken. 

Mr. Burgess. So the diversion of these trucks to military use, I 
mean, what did France think was eventually going to happen? 
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Mr. Anderson. Well, I think the position of other countries on 
the committee typically was to react to the information that was 
presented to them. And we’ve heard earlier described the contract 
process, where contract documents would come to the committee. 
They would look at that and approve the contract or put the con- 
tract on hold. And then, if the — in this case, say a truck contract 
said that it was going to be used for a hospital or to transport food 
or just some civilian use, no one in the committee would challenge 
that, they would accept that. But then if you then subsequently 
showed them evidence that in fact these trucks were going right 
from the port to the military base being used by the Iraqi military 
and you have compelling evidence of that, they then react to that 
and say, oh, well, of course that’s in violation of the sanctions, and 
that’s not acceptable. 

Mr. Burgess. Well, then there’s another — if we just skip ahead 
to Exhibit 47 and let me ask the same question. Is this an exhibit 
that is known to you? Is this an e-mail, internal e-mail from the 
State Department as well? 

Mr. Anderson. Yes, sir. 

Mr. Burgess. This one describes the diversion of Ventolin inhal- 
ers. Are you familiar with this incident? 

Mr. Anderson. I’m familiar with the document, and I’ve also had 
some conversations with colleagues who were involved in dealing 
with it. Yes, sir. 

Mr. Burgess. Now, did we, the United States, ever confirm 
whether this medicine that was found in Syria actually came from 
an Oil-for-Food shipment diverted from Iraq? 

Mr. Anderson. We have initiated — since the staff of the com- 
mittee brought this particular document to our attention, our mis- 
sion in New York has been searching their records to see, to get 
the answer to that question. As of today, they have not found any 
indication that we did confirm that or that any particular action 
was taken within the 661 Committee with regard to this. But I 
would say, sir, that this is an example of a fragmentary informa- 
tion on a possible sanctions violation. We very frequently got such 
fragmentary information. It would basically be a tip from a source, 
and we would take that information as far as we could take it, and 
sometimes, it would involve calling it to the attention of the U.N. 
Office of the Iraq program and asking that they take particular 
care in following such matters. In other cases, if it involved a coun- 
try that was a member of the Security Council on the committee, 
raising — the fact of raising it in the committee would mean that it 
was highlighted that it was going on, and we would do that with 
the hope that that country would then subsequently refrain from 
that type of behavior. 

Mr. Burgess. But, of course, I mean, as you know, and we have 
heard in this room this afternoon the United States has taken a 
great deal of criticism from the United Nations and from outside 
the United Nations from blocking the flow of humanitarian goods 
into Iraq. Is it fair to conclude that the Iraqi regime may have ac- 
tually been cashing in on medicines intended for its own people? 
And this is Ventolin; it’s an inhaler used for asthmatic children. 
And they were taking this — it looks like they were taking this 
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across the border, turning it into cash for some other purpose. Do 
you think that’s a possibility? 

Mr. Anderson. Absolutely. 

Mr. Burgess. Well, given the obstacles for reform within the 
United Nations, why didn’t the United States, as Mr. Fawcett has 
suggested, put public pressure on France, Russia and others to 
eliminate this type of abuse? I mean, again, here we have got a 
medicine to go to asthmatic Iraqi children we are selling in the 
pharmacy of Damascus for whatever purpose, who knows, and the 
money is coming back to the Saddam regime. Why didn’t — why 
wasn’t more pressure put on France, Russia to — Germany to stop 
this? 

Mr. Anderson. I would say we certainly put tremendous pres- 
sure on France and Russia, and then Germany of course during the 
period that Germany is a member of the Security Council, but cer- 
tainly on France and Russia within the framework of the council. 
And as far as public pressure, I think, on the general issue of deal- 
ing with Iraq, there was a tremendous amount of public pressure 
on France and Russia on the overall issue of dealing with Saddam 
Hussein. With regard to these specific violations, it would depend 
on the issue. I mean, different countries could be involved at dif- 
ferent times. But certainly within the framework of the committee, 
it was very clear that there was a struggle under way between the 
U.S. and the U.K. On the one hand and the other three permanent 
members, Russia, France and China, on the other, on a whole 
range of issues. During the period before the smart sanctions that 
were addressed earlier when we were reviewing every single con- 
tract there was a lot of discussion about contract holds that the 
U.S. and the U.K. placed because of weapons of mass destruction 
or dual-use concerns. Many of those contracts were from — were 
submitted by companies in Russia and France or China. And we 
were under tremendous pressure from those governments to re- 
lease the holds. So it was very clear that there was a lot of tension 
over those. 

Mr. Burgess. And I’m certain there was. But, golly, this looks 
pretty blatant. I mean, you have got a medicine that’s used for 
asthmatic children in the country of Iraq, and you are selling it in 
Damascus on the black market. I mean, I fail to see why that’s — 
you know, just like the other stuff we heard about, about the infant 
formula, paying 25 percent more than you know you should be pay- 
ing for it. It’s almost as if there was — well. I’m not going to say it. 
But it looks like this was a premeditated act at so many levels that 
I just simply can’t shake that thought. 

Mr. Chairman, I will yield back my time. 

Mr. Whitfield. Thank you. Dr. Burgess. At this time, I will rec- 
ognize Mrs. Blackburn for 10 minutes. 

Mrs. Blackburn. Thank you, Mr. Chairman. And I want to 
thank Mr. Anderson, and two of our other witnesses are still in the 
room. I want to thank them for their time today. This is something 
that is of tremendous interest not only to us but to our constitu- 
ents. And I also want to thank the chairman and the ranking mem- 
ber for their work on getting everything ready for the hearing 
today. 
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Mr. Anderson, let me just ask you this as a matter of back- 
ground, and I think as we look at this and as our constituents, I 
know we have many who are watching the hearing and listening 
to the things that are going on here. Were you at the State Depart- 
ment in 1991 when Resolution 661 was passed? 

Mr. Anderson. I was at that time on assignment overseas, and 
I was not dealing directly with Iraq or the United Nations at that 
time. 

Mrs. Blackburn. Okay. And then when Resolution 986, in the 
mid 1990’s, were you there at that point? 

Mr. Anderson. No. 

Mrs. Blackburn. You were not. Okay. And then for the record, 
let’s just go ahead. In 1991, who was our Secretary of State and 
our U.N. Ambassador? 

Mr. Anderson. 1991, that was the late Bush period. So that 
would have been Mr. Baker as our Secretary of State at that time. 

Mrs. Blackburn. All right. 

Mr. Anderson. And our U.N. Ambassador, I would have to check 
the list. It was probably the period of Ambassador Pickering, I be- 
lieve. 

Mrs. Blackburn. And then in the mid 1990’s? 

Mr. Anderson. Mid 1990’s, I guess it depends which year, 
whether it would be in the Clinton administration, or are you refer- 
ring to the 

Mrs. Blackburn. That would have been? 

Mr. Anderson. Madam Albright was our representative, our per- 
manent representative at the U.N. And then Mr. Holbrook. 

Mrs. Blackburn. All right. Okay. And so what I wanted to do 
was be certain that we realize who was at the State Department 
and who was our U.N. Ambassador during that period of time and 
who was in charge of overseeing, and then as I said, for clarifica- 
tion, I felt like it was important to notice to whether you were 
there or you were involved. Because I think it’s important for peo- 
ple to realize, you know, we talk a lot about — we use a lot of acro- 
nyms and a lot of numbers in DC, and sometimes, it allows us to 
gloss over the importance of the Iraq steering committee. And this 
group that was put in place by Resolution 661 just simply by using 
numbers, you know, it does not speak specifically to the mission 
that these folks were given in looking at sanctions and looking at 
the oil and the commodities and the proper use of those items and 
of the proceeds from the sale of that oil. 

And I think that, many times, as we go back and we are looking 
hindsight, using the advantage of hindsight in looking at this, we 
have a tendency to say, how did the wheels come off of this? And 
how did it get to be so seemingly out of control? And that is hard 
for us to get our arms around, what appears to be just a blatant 
disregard for humanitarian aid and for the welfare and well-being 
of people, not to mention respect for the law. 

You have mentioned in your testimony a couple of different 
places on page 2 and 3 about the political debate and impeding ac- 
tion against violators of the program. And you mentioned earlier in 
your remarks, the U.K. Was generally with us. 

Mr. Anderson. Yes. 
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Mrs. Blackburn. And then to Dr. Burgess’ response you men- 
tioned against the French and Germans. And how much of the 
pressure to turn a blind eye, if you will, to any actions against the 
violators, how much of that came from the French and Russian 
governments? 

Mr. Anderson. I would say, ma’am, that I would turn that 
image around. 

Mrs. Blackburn. Okay. 

Mr. Anderson. And I would say that the pressure from the U.S. 
and U.K. To look into violations was quite strong. And we got simi- 
lar pressure back from countries that were most interested. 

Mrs. Blackburn. You got the push back from the French and 
the Russians. 

Mr. Anderson. Yes. That’s correct. 

Mrs. Blackburn. Considerable? 

Mr. Anderson. Considerable pushback? In particular with re- 
gard to contracts that involved companies from those countries. 

Mrs. Blackburn. Okay. During this period of time, the mid 
1990’s, do you know if there was a relationship between Kofi 
Annan and Cotecna? 

Mr. Anderson. I don’t have any familiarity with that beyond 
what I read in the second report of the Volcker Commission. 

Mrs. Blackburn. Do you know if Kojo Annan was involved in 
any way at that point? Are you aware of anything from there? 

Mr. Anderson. I would refer you to the report. That’s the source 
of what I know. He was employed by Cotecna, and the dates of his 
employment and the conditions are detailed in the Volcker Com- 
mission’s report. 

Mrs. Blackburn. You also mentioned in your testimony that 
there were regular briefings on the program that were given to the 
Security Council Ambassadors. 

Mr. Anderson. Yes. 

Mrs. Blackburn. And what feedback did they give and how re- 
ceptive did they seem to be to negative information? 

Mr. Anderson. The — if I understand, ma’am, you are referring 
to briefings by the United States on knowledge that we had. 

Mrs. Blackburn. Right. 

Mr. Anderson. And I would say the reaction was typically nega- 
tive from members of the Council, other than the U.K. It was typi- 
cally — pushback was a good word, challenging the veracity of our 
information, challenging whether or not there was evidence to sup- 
port the assertions that we were making. There was a tendency to 
question the information the U.S. was presenting. 

Mrs. Blackburn. Did they give you as much resistance on ac- 
cepting negative information as they did to any type of action 
against the violators of the program? 

Mr. Anderson. I just want to see if I understand the question, 
ma’am. The violators, are you referring to companies or 

Mrs. Blackburn. Correct. You know, as we have talked about 
the violators on the aid, and you mentioned in your testimony some 
of the disagreements that were there, the fundamental disagree- 
ment over dealing with some of these folks. My — and what I’m try- 
ing to get to, Mr. Anderson, is how strongly they would resist, the 
negative information, and then turn around and deal — how strong- 
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ly they would resist dealing with anybody who was trying to im- 
pede what they saw as a benefit to the French and Russian govern- 
ments. 

Mr. Anderson. Well, I think in general everybody on the 661 
Committee accepted that violations of the sanctions regime should 
not occur, in principle. But when it came down to specific cases of 
violators, there tended to be a lot of debate about the evidence, 
whether an actual violation had occurred and whether one could be 
sure, based on the available evidence, that it had occurred. 

Mrs. Blackburn. Okay. You know, in the last panel, one of the 
questions that I asked was if members of this committee, the 661 
Committee, the Iraq steering committee, whatever we are going to 
call it, if they should come in and testify before this committee, if 
we should have them there. And I would be interested to hear from 
you if the State Department, what the State Department’s opinion 
would be on having those members come in. Because I find it very 
interesting that it seems as if there was a denial, an awareness of 
what was probably happening, but then a choice to possibly not 
take action. So I would be interested in what the State Depart- 
ment’s opinion is on that. 

Mr. Anderson. Well, the members of the 661 Committee of 
course were the 15 countries who were members of the Security 
Council. And the individuals who were sitting in that committee 
were all diplomats just as I am. So if I served — you asked, ma’am, 
where I was in 1991. I was in Poland, for example, and I dealt with 
the parliament of Poland. And occasionally they requested that a 
U.S. diplomat would come and talk to them in a committee setting 
like this. And our response to that was always that we are always 
happy to talk to a committee, but we are not happy to be subpoe- 
naed by a committee because we have diplomatic immunity. And 
I would guess that most diplomats from the 15 countries who were 
on the 661 Committee, on the Iraq sanctions committee, would 
probably react in a similar way; that you might get people to talk 
to you, but I’m not sure that you would get them to testify under 
oath. 

Mrs. Blackburn. You are probably correct. And I thank you so 
much for your answers. 

Mr. Chairman, I will yield back. 

Mr. Whitfield. Thank you. 

I will recognize the gentleman from Florida for 10 minutes. 

Mr. Stearns. Thank you, Mr. Chairman. I don’t have a full 
length of questions here, but I just wanted to ask Mr. Anderson: 
Has your career pretty much been at the State Department? 

Mr. Anderson. Yes, sir. 

Mr. Stearns. From when you got out of school, college? 

Mr. Anderson. I was in West Africa as a Peace Corps volunteer 
for 2 years after college. And then I came back to Washington, and 
I completed my graduate studies before I joined the Foreign Service 
and also worked at the Commerce Department for a period of time 
during those graduate studies. 

Mr. Stearns. So you have been at the State Department how 
many years, would you say? 

Mr. Anderson. 25 years. 
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Mr. Stearns. In your 25 years of being there, have you seen any- 
thing like this occur? Generally, you find these type of arrange- 
ments, that Saddam Hussein used oil allocations to undermine the 
sanctions. It’s not brand-new. In your experience, have you seen 
other cases where this paradigm, this model has occurred in all of 
your experience? Is this unique in all of your professional history? 

Mr. Anderson. Well, sir, I would say this particular program, 
the structure of the program, the breadth of it, is certainly unique. 
But since you referred to my career, I will permit myself to refer 
to my experience in the Middle East. I served 5 years altogether 
in the Palestinian areas and in Israel. And I must say that, in the 
kind of approach to dealing with the rule of law that we observed 
in this procedure was — is something that one can see in other 
areas in the Middle East also. Not on this scale, but the idea that 
business transactions are not transparent, that there may be dou- 
ble-dealing or triple-dealing is certainly not unknown in that region 
of the world. 

Mr. Stearns. That is what I am trying to get at. It seems to me 
we have oil here, but you could have food. You could have housing. 
You could have health. I mean, you could have a whole series of 
commodities that could be used like oil. And in the Middle East, 
there is a climate of quid pro quo, whether it’s money or other 
things. So what I’m trying to establish, in your professional opin- 
ion, is this unique and egregious and something that people 
couldn’t say. Well, this is just how the Middle East is and this is 
how everybody does it there. So this program is no different than 
they have done for eons. And so for Mr. Volcker to come here and 
try and do a report, he might have a difficult time because he can’t 
separate what is the custom and culture. And so I need to hear 
from your professional experience whether we are talking about 
something here that is totally separate from the argument, that’s 
part of the culture. 

Mr. Anderson. I would respond, sir, that this program is dif- 
ferent from what is typically the case in the Middle East in several 
aspects. One, the size, because, we were talking about 

Mr. Stearns. Billions of dollars. 

Mr. Anderson. Billions of dollars and comprehensive sanctions 
on an entire national economy. 

Mr. Stearns. Over a long period of time. 

Mr. Anderson. Over a long period of time. There’s nothing on 
that scale. 

Mr. Stearns. So the scale of it, with the amount of money. And, 
two 

Mr. Anderson. Complexity. 

Mr. Stearns. Complexity. And, three, that it is over a long pe- 
riod of time. It wasn’t just a one-time transaction. 

Mr. Anderson. That’s correct. 

Mr. Stearns. Do you have — now, just I’m asking in your profes- 
sional opinion here. And you can also give me a personal opinion. 
Do you think Volcker is going to be successful in trying to get to 
all the nooks and crannies here and get to the bottom of this, con- 
sidering the extensive amount of relationships between nations and 
third parties? How do you get to the bottom of this? And do you 
feel confident that you can? What is your professional opinion? 
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Mr. Anderson. Sir, I would refer you to the mandate for 
Volcker’s committee. We were quite careful in approving the U.N. 
Resolution that accepted the creation of the committee to make 
sure that the mandate of the committee was limited. And, indeed, 
if you look at it, it is limited to investigating wrongdoing by U.N. 
Officials in violations of the rules that were established by the 
sanctions committee. And that means that other bad things that 
happened that were outside the functioning of that — the Oil-for- 
Food program and the procedures are certainly bad, but they may 
not be within the mandate of the Volcker committee. So when you 
ask me, do I think whether he will succeed, in answering that, I 
try to look at what it is, what the task that he was assigned to. 

Mr. Stearns. The question is, can he succeed on the task given 
to him? 

Mr. Anderson. I think it is always a question in any investiga- 
tion on whether he can get evidence for any assertions. I think that 
he is — if you look at his first two reports, I think you will see that 
he has uncovered a range of assertions. Some of them have been 
better documented; others have been less well documented. But he 
has included in his report even things that are less well docu- 
mented, and he might presumably be continuing to investigate as 
that investigation proceeds. 

So I would say, since the Volcker committee is not a judicial in- 
stitution, it’s an investigative committee, and the results of that 
committee’s work could be and may be forwarded to national au- 
thorities in the appropriate countries. 

Mr. Stearns. Where would that go, to the international court? 

Mr. Anderson. No. I don’t think so. I think it would go to na- 
tional judicial authorities in appropriate countries for prosecution 
if 

Mr. Stearns. Because, see, when you do an investigative report, 
you really don’t have this subpoena under oath, and you are just 
asking questions and people can say what they want. And so my 
concern is the range of answers and range of interpretations, and 
this whole thing gets so murky. And it seems to me we need more 
of a judicial investigation where you have subpoena powers that he 
can put them under oath and there is a case where we could, if 
they suborned perjury, that we could actually put them in jail, even 
minor people. But I just don’t have the feeling that he has that 
kind of authority. Is that true? 

Mr. Anderson. That’s correct. He does not have that authority. 

Mr. Stearns. So how can you investigate if you don’t have the 
authority to extirpate the truth? 

Mr. Anderson. Well, I think what Mr. Volcker stated is that he 
is preparing the best information that he can based on the access 
he has, granted by the United Nations, and that this information 
will be made available to member states including the United 
States and our judicial authorities who do have subpoena power 
and investigatory authority, who can investigate, if they deem it 
appropriate, any of the cases that might be described in the report 
of the Volcker committee. 

Mr. Stearns. Just as an outside observer, we see that the impli- 
cation of some high Russian officials that has been in the paper 
this week. Now, how much confidence — and I am just rhetorically 
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putting this question out — do we think Russia is going to institute 
judicial prosecution against these high Russian political officials? 

Mr. Anderson. That’s obviously up to Russia to decide. And I 
won’t comment 

Mr. Stearns. But by opening up that, they open up a can of 
worms for their own policy positions at their government at the 
highest level. 

Mr. Whitfield. If I could interrupt. They informed us that they 
are not going to do anything. 

Mr. Stearns. So we’ve already heard from Russia that, even if 
their highest officials are implicated, they are not going to do any- 
thing. So, you know, it’s a little frustrating I think for us to look 
at the Volcker Commission and think that we are going to get some 
solid answers, and, more importantly, there are going to be results 
from it. 

So, Mr. Chairman, with that, I just appreciate your having the 
hearing and want to encourage this continued investigation. But I 
think Mr. Anderson pointed out some problems with the ultimate 
jurisdiction of Volcker and getting the member country to prosecute 
the individuals that are guilty. 

Mr. Whitfield. Thank you, Mr. Stearns. 

At this time, I will recognize Mr. Inslee for 10 minutes. 

Mr. Inslee. Thank you. Mr. Anderson, I do have a question, but 
I need to say something before I start. So if you can just bear with 
me for a couple minutes. 

Yesterday, in preparation for the Democratic-Republican baseball 
game, I pressed into service a young man who is a neighbor of ours 
to play catch. And this young fellow, I haven’t seen for a couple of 
years, he’s been in the Army and he is scheduled for deployment 
in Iraq here probably early next year I think. And the reason I 
mention that is that, with all due respect to this hearing, I really 
would rather be investigating how we can make sure that young 
man has the tools available to keep him safe and how we can make 
sure that our taxpayer money is not being wasted on contracts that 
have been squandered, and how we can make sure that $80 million 
gets accounted for so that we can put that into armored HMMVWs 
instead of some rat’s nest of profiteering in Iraq. And I’ve been very 
disturbed that our institution, the U.S. House of Representatives, 
is not getting to the bottom of why contractors are disposing of mil- 
lions of dollars of taxpayers’ money instead of having armored 
HMMVWs for our soldiers like my neighbor who is going there 
early next year. I really think that is a fitting subject of inquiry 
that I would hope that our committee at some time can get to. We 
have made numerous attempts on the floor of the House to do that. 
We need a Truman commission in this regard, which, frankly, is 
a lot more important than this subject. 

I would also like to see an investigation of some of the things 
coming out now about why my neighbor has to go to war and how 
that takes place — how that took place. I read a note from a London 
paper the other day from a July 23 , 2002, memorandum that said, 
“In high-level meetings between the Bush administration and the 
British saying military action is now inevitable. Bush wanted to re- 
move Saddam through military action justified by the conjunction 
of terrorism and WMDs, but the intelligence and facts were being 
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fixed around the policy. The case was thin. Saddam was not threat- 
ening his neighbors, and his WMD capability was less than that of 
Libya, North Korea or Iran.” 

This is a smoking gun about what happened, why my neighbor 
has to go to Iraq and be subject to hostility when a war started 
based on false, fraudulent information. And that’s what I would 
like to see the U.S. Congress investigating so that my neighbor 
doesn’t get in harm’s way in Iraq. Instead, we are fooling around 
with the history of some oil effort that, frankly, I don’t think is 
going to keep him safe. And I hope at some point the U.S. House 
of Representatives does its duty, which is to have a Truman com- 
mission to investigate the fraudulent use of taxpayer money and 
how this war started based on false information. That’s an inves- 
tigation worthy of this Congress. 

But I want to ask you a question about this regard now, turning 
to the subject of this hearing. I was looking at some of the lan- 
guage, earlier witnesses have talked about, on kickbacks. And they 
submitted a document that said that while, “While the practice has 
usually been associated with weapons procurement, it was also a 
regular feature of the Reagan administration’s agricultural support 
program to Iraq as administered by the U.S. Department of Agri- 
culture’s commodity credit corporation.” In this guise, it was known 
as, “after-sales service.” 

Do you know how that happened and what was going on there? 

Mr. Anderson. I believe that program was administered by the 
Agriculture Department, and I would have to get you an answer 
from them or refer you to them. I’m not familiar with that. 

This question should be directed to the Department of Agriculture, which admin- 
istered that program. 

Mr. Inslee. Thank you. I’ll appreciate it if you can do that. Now, 
you’re in the office — you’re the director of the Office of Peace- 
keeping Sanctions and Counterterrorism. That’s your current title? 

Mr. Anderson. Yes, sir. 

Mr. Inslee. And what were you doing back in July 2002? 

Mr. Anderson. July 2002, I was the counselor to the U.S. em- 
bassy in Warsaw, Poland. 

Mr. Inslee. Okay. So could you give us any information about 
this British memorandum that suggests that the Bush administra- 
tion had made a decision to take military action in July 2002 based 
on flimsy evidence, on thin evidence based on assertions that WMD 
had less capability in Iraq that Libya, North Korea or Iran? Do you 
know anything about that? 

Mr. Anderson. No, I don’t. 

Mr. Inslee. I wish you did, because that’s the thing I would like 
to see the U.S. Congress finally figure out, how this war started 
based on false information. Thank you. 

Mr. Whitfield. I will recognize the gentleman from Michigan for 
a brief remark. 

Mr. Stupak. Thank you, Mr. Chairman. And I just want — you 
know, today’s hearing got off a little bit there on the wrong foot 
with some documents coming into the — or wanted to be admitted 
into the record. And, you know, we have always worked well on 
this committee in a bipartisan manner; I hope we can keep that up. 
In my opening statement I indicated to you that I thought that we 
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should do further investigation along these lines, especially some 
of the U.S. interests in some of the U.S. oil companies that may 
or may not have benefited from this Oil-for-Food program. So I 
would hope in the weeks ahead that we can take another look at 
that. We have a couple subpoena requests that we had asked and 
documents we wanted from certain documents; hopefully, the ma- 
jority would honor that and sign the subpoenas so we can get the 
documents front and center. 

I think what the committee has done today is sort of tip of the 
iceberg, but you can sort of see the frustration on this. We all have 
strong feelings on this, even the last questioner there, my friend 
from Washington, there, mentioned the impact of this. It’s more 
than just Food-for-Oil program; it’s the whole Iraq war and every- 
thing else, which sort of gets energy levels up around here. And no 
disrespect meant to the Chair or anything like that, but we do have 
some strong feelings on this side as I’m sure you do on your side, 
and we’d like to use this committee as being as bipartisan as we 
are and that, that we continue to work on this issue, but hopefully, 
we can have a full investigation including the areas that the minor- 
ity would like to explore through subpoena or interviews of compa- 
nies. And we would hope you would join with us in that request. 

Mr. Whitfield. Thank you, Mr. Stupak. 

And, Mr. Anderson, thank you for your testimony today. As we 
all know, the chairman of the full committee has a real interest in 
this whole subject matter, and I know that there will be additional 
discussions as we move forward in trying to make some determina- 
tions about which ways to go in further hearings on this subject. 
So, with that, this hearing is adjourned. And I appreciate your tes- 
timony. 

[Whereupon, at 5:42 p.m., the subcommittee was adjourned.] 

[Additional material submitted for the record follows:] 
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The Honorable John D. Dingell June 20, 2005 

U.S. House of Representatives 
Committee on Energy and Commerce 

Thank you for the opportunity to further contribute to your investigation into the UN’s 
Oil for Food Program. I sincerely wish you well in this endeavor. The following are my 
answers to your questions of June 6, 2005. 


1) During your testimony, you stated that in your written report 
published in 2003 you had not studied the role of the Secretary General in 
overseeing the Oil for Food Program. However you made several 
allegations about his poor oversight, stated that you had many documents 
to support those allegations, and promised to provide them to the 
Committee. Please provide those documents. 

The CIJ report, Sources of Revenue for Saddam & Sons was published in September 
2002. Since then Saddam has been toppled and a number of investigations of the Oil for 
Food Program have commenced. Consequently tens of thousands of pages of documents 
have emerged, to which we did not have access at the time. I have incorporated some of 
these documents in my answers. 

Initial negotiations 

In September 1991, then Secretary General Javier Perez de Cuellar submitted a report to 
the Security Council recommending procedures for implementing the Oil for Food 
Program. (See Annex 1) The Secretary General recommended that Iraq be allowed to 
choose oil buyers as well as humanitarian suppliers. Paragraph 20 of his report begins, 
“The most efficient way of selling Iraqi petroleum and petroleum products is for Iraq to 
carry out the marketing.” Paragraph 45 ends with, “It is, therefore, recommended that the 
Government of Iraq be entrusted with the task of purchasing and arranging for deliveries 
of the goods to Iraq.” By September 1991, there was ample documentation available to 
the Secretary General (See Annex 2) demonstrating that Iraq would make every effort to 
undermine and manipulate sanctions. Allowing Iraq to choose buyers and suppliers not 
only demonstrated ‘poor oversight’, it handicapped future UN officials and 
institutionalized poor oversight into the oil for food program itself 

Oil Expertise 

Another example of poor oversight began in October 1991. The Secretary General 
appointed a three person panel to advise him “on various aspects of Iraqi oil exports 
under the sanctions regime.” (See Annex 3) One of those persons was Loik le Floch- 
Prigent, Chairman of Elf Aquitaine. At the same time. Elf Aquitaine was deep into 
negotiations with Iraq regarding future production agreements from massive Iraqi oil 
fields. The agreements would only come into force once sanctions were lifted. Mr le 
Floch-Prigent was an active participant in the negotiations. 

Second Negotiations 

Within days of Secretary-General Boutros Boutros Ghali taking office in January 1992, 
he dispatched the UN controller, the senior official in charge of the UN’s finance and 
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budget, Assistant Secretary General Kofi Annan to Geneva to open negotiations with the 
Iraqis as to practical procedures for an Oil for Food Program. In the first meeting Kofi 
Annan reportedly agreed to allow the Iraqis to run the majority of the revenue through 
Iraq’s own bank account with only notifications to the UN of transactions. (See Annex 4) 
The Security Council refused to back the UN controller and the Iraqis subsequently broke 
off negotiations. Allowing the Iraqis control over the revenue stream would have given 
the UN a very poor base from which to exert oversight. 

Lack of a Learning Curve 

From the imposition of sanctions in August 1990 until the first oil exports in Dec 1996, 
Iraq was allowed to import virtually any item with the approval of the UN Security 
Council. The UN Secretariat provided the personnel and resources to advise the Security 
Council’s sanctions committee. For food and medicine the Security Council had no veto 
over the transaction but was merely notified. UN records from the time are full of 
examples of suspicious activity by Iraq and its foreign suppliers. There was no secret 
within the corridors of the UN as to Iraqi malfeasance however the Secretary General 
never allocated sufficient resources to allow an effective advisory capacity to the Security 
Council. (See Aimex 5) 

UN Procurement 

In January 1996, Iraq began seriously negotiating the terms of a Memorandum of 
Understanding with the UN Secretariat, still under the control of Secretary General 
Boutros Boutros Ghali. This MoU was signed in April 1996, but the negotiations and 
establishment of the procedures and mechanisms took another six months. During this 
period of time, normal UN regulations on procurement of major contractual components 
necessary to get the program off the ground were constantly violated. The violations 
took place at the specific direction of the Secretary General or by those he appointed in 
an ad-hoc body called the Iraq Steering Committee. As an example of poor oversight, the 
Iraq Steering Committee kept no minutes of its meeting and had no formal procedures. 
The Volcker Commission outlines in detail the decisions made by these senior UN 
officials reporting directly to the Secretary General. The toothless monitoring 
mechanism set up at the direction of the Secretary General further impeded the ability of 
future UN officials to grapple with corruption under the program. (See The Independent 
Inquiry: Interim Report, February 3, 2005, Chapter 3.) 

Audits 

The Oil for Food Program was poorly audited. According to the UN Board of Auditors 
in their 2001 annual report, the UN averages 12 internal auditors per billion dollars of 
annual expenditure. At this rate the Oil for Food Program should have had 160 internal 
auditors. They had 4. In addition there were no internal audits for the first two years of 
the program. There were no internal audits of the UN headquarters handling of the 
program. There were no internal audits of any of the oil or humanitarian contracts, even 
after public and private allegations of corruption were made. As the Volcker 
Commission noted the head of the Secretariat’s auditing board, the OIOS, reports to the 
Secretaiy General. . .this reporting arrangement was unsatisfactory because of 
potentially conflicting budgetary and management responsibilities of the Secretary- 
General.” (See Independent Inquiry: Internal Audit Reports, Jan 9, 2005.) Kofi Arman 
had previously been the UN controller. With this background, as Secretary General, he 
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should have insisted on rigorous auditing. He did not. This exemplifies ‘poor oversight.’ 

Office Monitors 

Under the 1996 MoU the UN could determine how many distribution monitors it would 
deploy inside Iraq. These monitors were to have absolute freedom of movement in 
carrying out their duties. Secretary General Boutros Boutros Ghali determined, via an 
undefined process, that 151 international monitors would be deployed. The number 
could be increased at the discretion of the UN. (See Annex 6) 

In October 2000, the UN’s Office of Internal Oversight performed an audit on the 
deployment of the international observers. The auditors found that one-third of the 
expatriate observers were assigned administrative duties, i.e. ”. . . are not actually 
discharging their responsibilities as Observers despite being specifically recruited and 
allowed entry into Iraq for this purpose.” It was noted by the auditors that UNICEF had 
assigned over 78% of their allocation of observers to administrative duties. 

One month later, at the end of November 2000, Secretary General Kofi Annan provided a 
report to the Security Council on ‘the distribution of humanitarian supplies throughout 
Iraq.” In the section entitled ‘United Nations observation mechanism’ the SG made no 
mention of desk-bound monitors. Quite the opposite, he declared that an ‘enhanced 
observation mechanism’ had been into place in July 2000. This had improved ‘the 
effective management of the observation process.’ He concluded, ‘It is my sincere hope 
that the Committee will, on the strength of these assurances, review further the present 
high level of holds on humanitarian contracts in order to enhance the effectiveness of the 
programme.’ 

In other words, contrary to the findings of his own in-house auditors, whose reports were 
not available to the Security Council, the Secretary General reported that the observation 
mechanism was improving and therefore the Security Council should relax its own 
scrutiny and skepticism of Iraqi contracts. 

IDPs 

During the Oil for Food Program, the most threatened populations in Iraq were those the 
Iraqi government had expelled from their homes, the internally displaced. These people 
desperately needed the recognition and protection of UN officials on the ground. They 
never received it. During the research for a report written by myself and Victor Tanner 
for Brookings/SAIS in 2002, we persistently queried the Oil for Food Program as well as 
the UN humanitarian agencies that worked luider it, as to the internally displaced. The 
following was typical of their responses. The spokesperson for the Oil for Food Program 
said; 


“The UN under this program does not deal with IDPs. We are only in Iraq to 
observe the distribution of supplies. The govermnent of Iraq is directly 
responsible for programs for IDPs and I don't believe they have any programs for 
IDPs. Only in the three northern govemorates do we have specific projects 
because we are operational." In response to a query on assistance to the displaced 
in Iraq, the World Food Program (WFP), a key observer of the distribution the 
OIP spokesperson referred to, commented: "As for the south, the characteristic 
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lack of information as to their plight does not allow us to assess the real 
complexity of the issue." 

The UN High Commissioner for Human Rights pointed out on many occasions the plight 
of the displaced and the fact that they were not receiving humanitarian rations. Just as 
adamantly, the UN Secretary General, the Oil for Food Officials, and the UN 
humanitarian agencies continued to ignore the tragedy of the displaced. Eventually the 
Security Council ordered the Secretary General to report on Iraq’s refusal to give the 
displaced the humanitarian rations. Secretary General Kofi Annan ignored the Security 
Council. (See Annex 7) 


2) One of your complaints about the Oil for Food Program was the 
lack of competitive bidding in the provision of humanitarian goods to 
Iraq. Was there any provision in the program that mandated 
competitive bidding? Did the 661 Committee require it? 

There was no provision in the program that mandated competitive bidding for the supply 
of humanitarian goods to Iraq; hence my complaint. As noted above the first UN 
procedures allowed Iraq to make all decisions regarding contracting. (Annex 1) 
However, the Security Council did mandate the UN secretariat to employ experts to 
examine each contract, in particular the details of price and value. There were more than 
20,000 contracts for the supply of goods to Iraq. The UN experts found 70 that were 
overpriced. This represents less than one half of one percent of all contracts. The UN 
claims that the Security Council did nothing about these overpriced contracts. As a point 
of comparison, the US Department of Defense examined 750 Oil for Food contracts in 
2003 and found that 48% were overpriced. In the sector of food commodities, the easiest 
to price-check, the DoD study found that 87% of the contracts were overpriced. 

(See Annex 8) 
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3) Several times in your testimony you stated that all of the statistics 
including those reporting on health, mortality, and sanitation in Iraq 
after the first Gulf War reported by the United Nations were based on 
“phony Iraqi government statistics” and were subsequently retracted 
by the United Nations. Please provide citations for the reports based 
on “phony Iraqi government statistics” and the dates of their 
retraction. 

In 1995, the UN oil for food agency FAO issued a report titled Evaluation of Food and 
Nutrition Situation in Iraq. A portion of the report was based on a survey conducted by a 
team of US based anti-sanctions campaigners contracted by FAO. “With the cooperation 
of the Nutrition Research Institute of the Ministry of Health, the Mission conducted a 
survey in Baghdad to assess the nutritional status and mortality of children under-five 
years of age.” Afterwards, the FAO surveyors wrote a letter to the prestigious British 
medical journal The Lancet, which concluded “The moral, financial, and political 
standing of an international community intent on maintaining economic sanctions is 
challenged by the estimate that since August, 1990, 567 000 children in Iraq have died as 
a consequence.” The press had a field day, citing the UN’s FAO as claiming half a 
million children had died from sanctions. Eighteen months later the surveyors, followed 
up with another letter to the Lancet stating that subsequent surveys showed far lower 
mortality rates, or as the writers put it, “several-fold lower.” 

Columbia University’s Richard Garfield made a comparative study of the various Iraq 
mortality surveys. In his 1999 paper. The Impact of Economic Sanctions on Health and 
Well-Being, he described the FAO study. “Advocates for ending sanctions have accepted 
Iraqi claims without critical examination. An early report, later retracted because of data 
inconsistencies and errors in survey methods, estimated excess deaths of children under 
five at 500,000 in 1995 (Zaidi & Smith Fawzi, 1995). Despite its subsequent retraction 
(Zaidi, 1997) the study is still often referred to.” 

Nevertheless the FAO boasted of the impact that this report had on international public 
opinion and the importance of this report on the weakening of the resolve of the UN 
Security Council and the consequent establishment of the Oil for Food Program. Despite 
the retraction the FAO in reporting to its client, the Government of Iraq, in its 
Assessment of the Food and Nutrition Situation Iraq 2000 wrote, “The high levels of 
malnutrition documented by the 1995 mission were an important catalyst for the reaching 
of an agreement on the implementation of the Oil-for-Food Programme.” 

Several months after the publication of the flawed FAO survey, the World Health 
Organization produced one of its own. In “The Health Conditions of the Population in 
Iraq Since the Gulf Crisis”, published in March 1996, WHO claimed the health system of 
Iraq had been set back 50 years and that child mortality had increased six fold under 
sanctions. As Richard Garfield noted, “In 1996 the Iraqi ministry of health, with the 
assistance of a consultant from WHO, printed a report showing an average monthly 
excess of 4500 deaths among under fives (WHO, 1996). WHO reported this data as its 
own; UN humanitarian agencies henceforth reported 4500 embargo-related deaths as a 
verified fact.” 
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It is important to note that both of these flawed UN reports were issued at a critical 
juncture in the negotiations between the UN and Iraq over establishing the Oil for Food 
Program. The resulting publicity clearly eroded the UN’s position and led to 
compromises being made in Iraq’s favor. 

The main UN report used to advocate the easing or lifting of sanctions was UNICEF’s 
1999 report titled Child and Maternal Mortality Survey 1999 Preliminary Report. The 
report opens by noting that the survey was a partnership between the Government of Iraq 
and UNICEF. It states that the Iraqi Ministry of Health was closely involved in all 
aspects of the survey. This included planning, design, fielding the data collectors as well 
as their supervisors. The government also did the data entry. (See Annex 9) 

A former UN official, Rehan Mullick who worked with the statistical databases in 
Baghdad wrote an internal report to senior UN officials in 2002. In it he made some 
shocking revelations. As reported by the National Journal; 

“Furthermore, Mullick reported, the locals working on the database 
included the son-in-law of the Iraqi deputy foreign minister and the 
children of a top official in the Mukhabarat ~ Saddam's personal 
intelligence agency — plus the children of a retired Iraqi intelligence 
official, a former ambassador, and other Baath Party members. The 
UNICEF database, which compiled the statistics on infant mortality and 
other politically sensitive measures of the humanitarian situation, was 
handled by Iraqis directly linked with the ministry of foreign affairs; one 
was the daughter of a deputy prime minister. The person in charge of the 
special end-use monitoring of imports that potentially had dual uses was 
another Iraqi with strong ties to the regime.” (See Annex 9) 

UNICEF has yet to retract its 1999 survey. 


In December 2002, Hasmik Egian, the Oil for Food spokesperson said; "Sixty percent of 
the (Iraqi) population relies entirely on the food basket and it's their only means of 
covering their nutritional food needs." I have never been able to determine the statistical 
data, phony or not, upon which this statement was based. Nevertheless this statistic has 
been incessantly repeated. Sixty percent of the Iraqi population represents about 13 
million people. 

A UN agency involved in the Oil for Food Program, the World Food Program issued a 
press release on Sep 28 2004 aimouncing an ‘unprecedented survey’ of food in Iraq. (See 
Annex 9) “The political environment before the war made it impossible to analyze the 
level of poverty and hunger in the country,” explained Torben Due, Country Director for 
WFP’s operations in Iraq. “For the first time, we are getting an accurate picture of 
people’s access to food. As a result, we are much better able to plan assistance.” WFP 
found that “6.5 million people - 25 percent of the entire population - remain highly 
dependent on food rations.” 

Prior to the US invasion of Iraq, the UN claimed 13 million people were entirely reliant 
on the UN for humanitarian aid. The UN now says that 6.5 million are highly dependant. 
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Either the toppling of Saddam provided a dramatic improvement in the humanitarian 
situation in Iraq or the UN figures were grossly wrong. 


4) You testified that the United Nations could have opposed contracts 
to supply goods to Iraq with companies that, although approved by 
member states to enter into contracts, were actually money 
launderers, organized crime companies, and terrorists. Please 
describe the process established under the Oil for Food Program that 
allowed the United Nations to, unilaterally or otherwise, halt such 
contracts. 

The premise of this question is wrong. Why would the UN need a ‘process’ to be 
established in order to oppose contracts with money launderers, organized crime and 
terrorists? 

Prior to the establishment of the Oil for Food Program the UN secretariat advising the 
Security Council pointed out numerous suspicious transactions with Iraq. The main 
impediment stopping the UN from continuing this practice was not a lack of process but 
that their most experienced investigator, Paul Conlon, was fired just weeks before the 
program came into being. 


5) You stated in your testimony that Boutros Boutros-Ghali bad “an 
awful lot of influence on the selection of the bank” for the Oil for Food 
Program. Please provide documentation for that statement. 

Independent Inquiry, Interim Report, February 3, 2005, ppg 73-84 


6) You stated in your testimony that you thought Secretary General 
Kofi Annan “knew what was going on.” On what basis did you make 
that statement? Please provide documentation. 


The relevant excerpt from the testimony is the following. 

“NORWOOD: , . , 

Is it true that the Secretariat had no decision making role in setting the terms of the 
oil-for-food program? 

FAWCETT: That's not true. The Secretariat had an ongoing daily decision making 
capacity. The oversight was by the Security Council, and they could step in at any 
time. But all the data that was being passed to the Security Council, the options for 
the program, how it would change, were being provided by the U.N. itself, 

NORWOOD: Well, is the secretary a hands-on kind of fellow, or does he delegate 
and just sort of didn't know what was going on, or you think he knew what was going 
on? 
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FAWCETT: I think he knew what was going on, yes. 

NORWOOD: Do you think the oil voucher system was mostly a benign record 
keeping system of Saddam's regime? 

FAWCETT: Absolutely not. It was the record keeping system of graft and corruption 
and political slush flinds. I don't believe that all the members of the Security Council 
knew of the existence or of the details of the voucher regime. I believe that only 
came out after the toppling of Saddam.” 

There are three basis for my claim that Secretary General Kofi Arman “knew what was 
going on.” 

a) Any senior UN official that was responsible for dealing with Iraq would have been 
aware of the key literature as well as internal United Nations reports bluntly detailing 
Iraq’s corrupt practices. (See Annex 10) 

b) Kofi Annan had a career path within the United Nations which provided him thorough 
insight into the operations of the UN as well as contacts throughout the bureaucracy. He 
has worked for humanitarian agencies, WHO and UNHCR. He was head of UN 
personnel, head of administration and management, head of programme platming and 
budget, head of Peace Keeping, the Security Coordinator and the UN Controller. He was 
first employed by the United Nations at the age of 24. He was a life long employee. 

c) Kofi Annan had a long history of involvement with Iraq. 

• He negotiated with Iraq to release foreigners held as hostage in 1990. He 
developed a relationship with Tariq Aziz. 

• On behalf of the UN he opened Oil for Food negotiations with Iraq in 1992. 

• In 1998, during the conflicts between the arms inspectors and Iraq, he took a 
very hands-on role in negotiating with Saddam Hussein, defusing tensions 
early in the year by declaring that the Iraqi president was a man he could do 
business with. 

• Late in 1998, when the US/UK initiated a bombing campaign that could have 
led to all out war, he was involved on a daily if not hourly basis with Iraq 
related issues. 

• He had Middle East advisors such as Ghassan Salameh and Lakhdar Brahimi 
who were very familiar with Iraq. 
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In Defense of the United Nations 

The UN is indispensable, I believe in its mission. There are many UN heroes. These are 
people that have attempted to perform honestly and courageously. I have seen them 
boldly sticking their heads up in the midst of war as well as risking their career in the 
bureaucratic dungeons of New York. Rather than scheming their way into ever more 
prestigious and lucrative positions, their primary goals is to assist the downtrodden in a 
manner that builds the credibility of the organization they believe in; the United Nations. 

Rehan Mullick is one such unsung hero. In Baghdad, at personal risk to himself he tried 
to blow the whistle on the Oil for Food Scandals. In New York, at personal cost he 
pushed paper in front of noses. He truly believed that if senior UN officials knew what 
was going on, they would set things straight. He was fired 

Another is Paul Conlon. His book. United Nations Sanctions Management is at times 
darkly comic, yet unrelenting in its condemnation of the Security Council, UN member 
states, and the Secretariat for failure to exert responsible oversight of the Iraq sanctions. 
In a truly enlightened act, Conlon has made publicly available to the University of Iowa 
as well as the Technical University of Dresden an extensive archive of UN internal 
documents that would never have seen the light of day without his taking a 
whistleblower’s risk. In 1995, Conlon was fired by the United Nations Department of 
Political Affairs. Every point Conlon made, every pitfall he pointed out, every scam he 
identified was ignored by the Security Council, the Secretariat, and the UN humanitarian 
agencies. After his firing Iraq was given carte blanche to manipulate the Oil for Food 
Program. 

Due to the actions of Paul Conlon, Rehan Mullick and others as yet un-named, no UN 
official, (Secretariat, Security Council, Humanitarian, or Ambassador) could ever claim 
that the pervasive corruption of the Oil for Food Program was not foreseen or that “I 
didn’t know.” 


John Fawcett 
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Iraqi Intelligence Service memo re. specific recommendations for improving Iraqi-French 

relations 

2/5/2002 

6 

Iraqi Intelligence Service memo listing influential people w'ho can help improve Iraq-French 

relations 

2/9/2002 

7 

Iraqi Intelligence Service memo listing names of influential people who can approach President 
Chirac and President Putin 

3/1 1/2002 

8 

Iraqi Intelligence Service memo detaling meeting at which French source was given $3,000 

4/8/2002 

9 

"Secret” Iraqi intelligence Service memo noting meeting between IIS source and Roselyn 

Bachelot 

4/25/2002 

10 

"Secret" Iraqi Intelligence Service memo noting meeting between IIS source and associate of 
"Mr. Jerome" 

4/29/2002 

11 

"Secret” Iraqi Intelligence Service memo re. granting of contracts to the most important and 
influential French companies 

5/5/2002 

12 

Iraqi Intelligence Service memo re. Meeting between IIS source and Bachelot 

5/6/2002 

^MmsmmmmmastmmrnmammmmmiMm^^m^mmsm^^ 


13 

Memo to Oil Ministry relaying Saddam Hussein's approval for oil allocation to Charles Pasqua 

6/17/1999 

14 

Memo stating Bernard Guillet is the authorized representative of Charles Pasqua for the purpose 
of oil allocation 

6/19/1999 

15 

Memo to Oil Ministry from SOMO Executive Director stating that Genmar Co. is the authorized 
lifting company for Charles Pasqua 

6/20/1999 



16 

Tariq 'Aziz letter to Oil Ministry re: Grimard oil allocation 

8/24/1997 

17 

Handwritten memo re. Grimard and Addax 

8/21/1997 

18 

SOMO letter to Oil Ministry re. Phase 2 contact approval for Grimard 

8/28/1997 

19 

Arabic translation of Grimard letter to Tariq 'Aziz requesting oil contract renewal 

1/8/1998 

20 

Memo to Tariq 'Aziz re. Grimard renewal request 

1/12/1998 

21 

SOMO letter to Oil Ministiy re. Phase 3 contract approval for Grimard 

1/27/1998 

22 

SOMO letter to Oil Ministry re. Grimard oil contract renewal for Phase 3 

3,^/1998 
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23 

Letter from Iraqi Embassy in Moscow to SOMO re. si^port Zhirinovsky 

8/21/1997 

24 

Letter from SOMO to Oil MinivStry re. "Communications wifri Mr. Vladimir Zhirinovsky" 

9/16/1997 

25 

Letter from Zhirinovsky (in Russian) to I>. Hasan Fahmi Jum’ah re. Russian delegation to Iraq 

9/22/1997 

26 

Tariq ’Aziz memo re. Russian delegation to Iraq 

10/1/1997 

27 

SOMO letter to Oil Ministry re. Phase 2 contract approval for Zhirinovsky; UN approval letter to 
Sidanco for Zhirinovsky 

10/8/1997 

28 

Letter from Zhirinovsky to SOMO (in English) re. contract for Phase 4 

8/7/1998 

29 

Letter from Zhirinovsky to SOMO (in English) re. cooperation wifli NAFTA MOSCOW 

company for Phase 6 

Date Illegible 

30 

Handwritten spreadsheet listing allocations for Russian individuals/companies in Phase 7 

7/9/1999 


31 

SOMO letters to Oil Ministiy- re. Sevan oil allocation for Phase 4 (8/10/98; 9/26/98) 

8/10/1998; 

9/26/98 

32 

Telex from Africa Middle East Petroleum to Oil Minisfry, with margin note regarding Sevan and 
his meeting with the Oil Minister in Vienna. 

4/8/1999 

33 

Documents re. Sevan oil allocations for Phase 6 


34 

Documents re. Sevan oil allocations for Phase 7 


35 

Documents re. Sevan oil allocations for Phase 8 


36 

Documents re. Sevan oil allocations for Phase 10 





37 

Memo from Vice President Ramadan approving IBEX Energy Co. 

1/16/1999 

38 

Letter from Oil Ministiy to Iraq Central Bank re. "Duty Facilitation" 

3/5/2002 

39 

"Secret and Pereonal" Memo from Oil Minister to Deputy Prime Minister re. "Additional 

Quantiri Loading from Mina AI-Bakr” 

4/12/2002 




40 

Letter from O.S. Wyatt, Jr. on Coastal Corp. letterhead to Iraqi Oil Minister upcoming visit to 

Iraq 

5/3/1999 

41 

Letter from O.S, Wyatt, Jr. on personal letterhead to Iraqi Oil Minister suggesting specific oil 
prices 

10/9/2000 

42 

Sources of Revenue for Saddam & Sons 

9/1/2002 

43 

Letter from the Overseers to Chariman of the Security Council Committee re. the situation 
between Iraq and Kuwait 

2/13/2001 

44 

Letter from the Charge D'Affairs to the Chairman of the U.N concerning oil pricing mechanism. 

2/6/2001 

45 

E-mail re. Iraqi diversion of humanitarian trucks [Redacted in original] 

3/5/2002 

46 

Iraq:Oil Pricing 

Unknown 

47 

E-mail re. Follow up on OFF medicines smuggling [Redacted in original] 

10/3/2000 

48 

E-mail re. Iraqi cheating on contracts [Redacted in original] 

3/2/2001 

49 

United Nations Oil-for-Food Contract No. M/09/1 9 

1/26/2001 

50 

Miscellaneous Newspaper Articles pertaining to Oil-for-Food (1992-2005) 

(1992-2005) 
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Tab 2 


* Translator comments appear in hard brackets. 


In the name of God, the Most Graciotis, the Most Merciful 


Republic of Iraq 
Ministry of Oil 
Office of the Minister 

Number: W/349 
Date: 22 November 1998 

SECRET and PERSONAL 

The Vice President of the Republic, 
The Honorable Mr. Taha Yasin Ramadan 



[Margin note to:] 

The Honorable Executive 
Director: Please review. 
Nov. 22 


Subject: Extension of Phase Four 

Implementation of your directive, dated 19 November 1998, regarding the suggestion to supply 
additional quantities, which will be due during the two month extension starting from 29 
November 1 998, . . . we would like to show the following: 


1 - An additional quantity for the period of two months 1 .8 million barrels a day X 60 days is 
approximately (1 10) million barrels. 

2- We suggested the distribution of the additional quantity as follows: 

a- Full return of the cut during phase four is approximately (1 8) million barrels 
b- Provide a reserve quantity limited to 10% (approximately 12 million barrels) for the 
purpose of special requests of friendly companies and distinguished personalities. 

C“ Distribute the remainder approximately (80 million barrels) to the friendly nations, 
companies, and political establishments, at a rate nearly in accordance with phase 
four and [organized/arranged] for the super-powers as shown below: 

Russia 40% [Margin note on left to:] 

France 15% The Honorable Executive Director of the Marketing 

China 1 1 % Organization: do what is necessary regarding the agreed upon 

on the aforementioned annual budget to nominate the carriers. 


Please provide approval on the distributions regarding the attached schedule, to contact the 
companies directly, to save time, and nominating the transporters. 


With regards... 



Lt. Gen. Engineer 
‘Amir Muhammad Rashid 
Minister of Oil 
21 November 1998 



[signature of Saddam Zaban Hasan] 

[Margin note] 

+ Italy 
+ Algeria 

and [consider it done]. 




[signature of Amir Muhammad Rashid] 
Nov. 22 


[signature of Taha Yasin Ramadan] 
21 November 1998 
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27 December 1999 


Tab 3 [Margin Note] 

Adjusted by the order of the 
President-Leader, may God 
bless him, at the meeting on the 
morning of 17 December 1999. 

[ 'Amir Muhammad Rashid\ 


Disclosure of Specifications to the Phase after the Sixth 
(Special Orders) 





Suggested 

Dec. 17 


Phase V 

Phase V! 

Specifications 


Countries 

Specifications 

Specifications 

after Phase Vi 

Notes 

Countiies of Permanent Membership 





Increase the Oil 

1- Russia 

38.3% 

34.6% 

87.0 31.1% 

when you can 

A- Standaid Orders 

25.2% 

23.6% 

19.3% 


B- Special Orders 

13% 

11% 

11.8% 


Communist Party 

16 

16 

10.5 


Liberal Party 

10 

10 

6.5 


Peace & Unity Party 

3 

3 

3.0 


Foreign Ministry 
Ambassador in 

16 

12 

8.0 


Baghdad 

2 

2 

1.5 


Shafranik/lnstitute 



1.5 


Poilticai Science 
Academy 

Russian University 
(Ghopkin) for Oil and 



1.5 


Gas 

[illegible note] 


1.5 


[Totals in millions of 
barrels] 

(47) 

(43) 

(33) 


2- China 

9.1% 

9.3% 

25.0 8.9% 


A- Standard Orders 

7.4% 

7.7% 

7.0% 


B- Special Orders 

1,7% 

1.6% 

1.9% 

4.0 changed to 2.5: 

Mr. Khuwan 

6 million bbl. 

6 million bbl. 

4.0 5.5 million bbi. 

5.5 changed to 4.0 

Norinco Company 



1.5 million bbi. 


3- France 

15% 

13.3% 

33.3 11.9% 


A- Standard Orders 

10.2% 

7.2% 

6.4% 


B- Special Orders 

4.8% 

6.1% 

6.5% 


Michel Grimard 

1.8 

1.8 

1.2 


Patrick Maugein 

7 

7 

2.5 

2.5 Changed to 2.0 

Boidevaix 

5 

5 

3.0 

3.0 changed to 1.5 

Friendship Society 

1.8 

1.8 

1.2 


Addax Company 
Charles Pasqua 

1,8 

4 

4.0 

4.0 changed to 3.0 

Hamida Na'ana 


1.8 

1.2 

1.2 changed to 1.0 

Alias Al-Gharzali 


2.6 

1.2 

1.2 changed to 1.0 

[Totals in millions of 
barrels] 

(17) 

(24) 

(15^1 



[Margin Note] 

Regarding the Central Order: it is forbidden to increase the Special Orders beyond 1 7 December 1 999. 
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Tab 4 


In the name of God, the most Compassionate, the most Merciful 

Republic of Iraq 
Presidency of the Republic 
Secretary 

TOP SECRET and PERSONAL 

No.: 1/1/22/450/K 
Date: 19 January 2002 

The Honorable Director of the Iraqi Intelligence Service 



Subject: Iraqi - French Relations 

In reference to your memorandum Number 140/4/1/2/70 dated 12 January 2002. 


The role of France is poor but it is not because of what is stated in paragraphs (A, B, C) of 
Article (7) in your memo, rather that the Iraqi - French relations have been dormant, and 
therefore the President-Leader (God bless him) ordered the improvement of dealing with France. 


For your information. . .with regards. 



Lt. General 

Dr. ‘Abd Hamid Al-Khatab 
Secretary to the President of the Republic 
19 January 2002 


[second margin note] 

To: Director General M4 
Please prepare ideas on the 
subject in coordination with M5 
[signature dated Jan. 20] 



The Honorable Foreign Minister: in addition to your memo Number 285/K on 13 January 2002, 
for your information. . .with regards. 


[first margin note] 

Assistant Comrade, review this and to the Director General M4: remind me to speak to the 
Foreign Minister after I finish my duties that are considered the first priorities, [remainder of 
note is cut off] 



[third margin note] 

To: Director, Section 1 
and Head of France Dept. 
For Discussion 


[Tahir Jalil Habbush] 
Jan. 20 



[signature dated Jan. 21] 


* Translator comments appear in hard brackets. 
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Tabs 


In the name of God, the Most Compassionate, the Most Mercifhl 

The Honorable Director of the IIS 
Subject; Iraqi - French Relations 


The President-Leader Saddam Husayn (may God bless him and protect him) ordered the 
improvement of dealing with France, and regarding your margin note dated 20 January 2002, 
coordination with M5 and MIO to prepare ideas and recommendations which will lead to 
executing the order of the President (may God bless him and protect him) these 
recommendations which have been completed are as follows: 

1 . Iraq will prepare to send official, political, and social delegations to France in exchange 
for an invitation to French delegations to visit Iraq. 

2. Organize a round table in Baghdad and Paris with the goal of discussing the methods to 
develop and activate the relations between both countries in all fields, On the condition 
that a delegation specialized in this matter is sent to participate in this activity, it is 
possible to change the Iraqi - French Joint Committee, which Paris refuses to meet with, 
because it does not seriously consider it at this time, 

3. The Foreign Minister will visit Paris to discuss matters regarding the relations between 
the two countries, the Security Council Agenda, and to clear the air with France. 

4. Tasking the National Council and Office of Foreign Relations to the Party to approach 
the most influential parties in France and the French Parliament (National Assembly and 
Senate). 


* Translator comments appear in hard brackets. 
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5. Do not consider granting the economic privilege (oil and trade) to those who are not 
effective or do not have any leverage. However, these privileges will be given to French 
political and economic individuals close to the center of political decision-making. 

6. Increase the staff of the Iraqi Embassy in Paris to match the staff in the French Embassy 
in Baghdad because this coiuiection is most important. 

7. Study the possibility to support one of the candidates in the French presidential elections 
after it becomes clear who is going to win the elections through the offer of oil contracts 
on the condition that the winner of the right represents a good position for Iraqi and Arab 
issues. 

Kindly review. . .upon your decision. . .with regards. 



Assistant Director, Iraqi Intelligence Service 
5 February 2002 

[First margin note] 

The requirement is how do we begin, what are the movement plans, and who are the influential 
French individuals, who through them, it will be possible to improve the relations? As to the 
support of the candidates for one time, without reference and grounds, [summary translation: 
how do you want us to agree on this?] 



[Tahir Jalil Habbush] 

[Second margin note] 

For that request, before we meet with the Foreign Minister, we have to make a plan for that and 
let me know during the week. 

Rajab 

[additional names with dates] 

Mazin Muhammad Ghalib Hasan 

Feb 3 Feb 3 Feb 4 Feb 4 


* Translator comments appear in hard brackets. 



105 


cP"}' r*! 


t wJi jVp- jrfXi 0^1 

ij-j yii _ yi jji otsiwi ^jjKp 

U -Jji •>* jj *l»to- ut-J- uJSjil j!l 0^1 yl 

^ • f‘ ®f £* J:!— (fit««Y/Ti5/Y> pjbj ’yiir jiC,- « U 
411 4_ii»- JJI — il) ^)\ oJl j,\ Ji ^j^\ CJi>- jjllj jlSiVi iyi 
:^US' j Uiiupl jT ^1 ol»- jiill tujl jt^jj 
J<^Vj UijJ Jl j ij ji-lj J^jll jjijil JUjIj jt j«Jl .1 

> Ja2\ ijb j! 4^ yjl Jjtjll 

jA-j J 0-»vli Ifa jail j jiu*, J jjiJw jOJb. |»J»s . Y 

J_-*J Jl — .ji J) ,j_le OKI^I air ^ jjOiJi cm Oliwi J^-j 

'V— jJi 14» ilj£i i5t J^J yiiull 4i» J iT jU^ j)> jill iXi /■--. 
j> — ® jai j! (i^ iT jiiil jiS\ SJl iaJJ 

. y-u-i cijli a4j« 

Ji-iyi CK ‘^'5^1 JJ'-^ • j'ijf ^ j'l^' jijj *4— !' flj* * T 

^ p, ^ " » l -Jj» y tljr'il UJj ^ a^ji j ■ 

<j — W’j!' *>^') JlijJlj l-ij» ^ ijJjli i^' J\ yjt jK-Vl 


106 



107 


Tab 6 

In the name of God the most Compassionate, the most Merciful 

Presidency of the Republic 

Iraqi Intelligence Service 

URGENT 

To: The Honorable Director of the IIS 
Subject: Iraqi - French Relations 

For your information on the date of 6 February 2002 we have recommended the following: 

1- We suggest that the Foreign Minister visit Paris after the French presidential election, 
which is going to be held for the second time on the date of 5 May 2002. 

2- Below are the most important influential people who, through these people, our relations 
with France can improve. 

a. The former French President Valery Giscard d'Estaing: he is one if the members in 
the French Right. It is possible you can approach him through our ambassador in 
Paris, because he has a good relationship with him. 

b. The French Charles Pasqua: former Minister of the Interior and the French 
candidate for presidential elections in the current period. It will be possible for 
you to approach him through the Foreign Ministry, because he has a good 
relationship with Mr. Tariq ‘Aziz. For your information he is one of the French 
right. 


(1 of3) 


Translator comments appear in hard brackets. 
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In the name of God the most Compassionate, the most Merci&l 

Presidency of the Republic 
Iraqi Intelligence Service 


c. Jean-Pierre Chevenement: former French Minister of Interior and Defense, he 
currently heads the (French Citizens’ Movement), and he is also one of the French 
candidates for the presidential elections. It will be possible for you to approach 
him through the French believer [a named IIS source and the company the source 
ownsi, whose good position towards Iraq is known. 

d. Jacques Delors: former French minister (Socialist), former leader of the European 
Commission, and a member of the Socialist Party. It will be possible to approach 
him through the Tunisian-French citizen, Tawfiq Al-Mathluthy (the President of 
the French International Citizen’s Party). 

e. Lebanese-French citizen Joseph Tu’imah (the official for the Middle East in the 
Office of Foreign Relations to the French Socialist party): he is cooperative with 
the IIS, and it will be possible to use him to approach the Socialist Party and 
exchange visits of the party’s delegations between the two countries. 

f. The French Pierre Joxe: former Minister of Defense, socialist, and it will be 
possible to approach him through the cooperative Moroccan-French citizen, 
Muhammad Al-Bashari. 


(2 of 3) 


*TransIator comments appear in hard brackets. 
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In the name of God the most Compassionate, the most Merciful 

Presidency of the Republic 

Iraqi Intelligence Service 

g. The French Bernard Ernie; French Presidential Advisor for period from (1995- 
1998), the official in charge of the Iraq file, and currently French Ambassador to 
Jordan. He is very close to Chirac, and he is enthusiastic to return the relationship 
with Iraq to its previous state. It is possible to approach him through the 
cooperative [named IIS source], 

h. The French Nicola Lang [phonetic]: French Presidential Advisor and considered 
the secret mediator between the French Government and the countries of the 
Middle East and all Arab coimtries. It will be possible to approach him through 
the Foreign Ministry and using the good relationship with Mr. Tariq ‘Aziz. 

i. Ahmad Bin-Bila and the young Muhammad Al-Basri: they have influence within 
the French politics and parliament. It is possible to use their relationships through 
the Foreign Ministry and the Office of Foreign Relations. 

a. The French Parliamentarians Serge Mathieu, (member of the House Senate), and 
Roselyne Bachelot, (member of the National Assembly): we can approach them 
and exploit them through the Foreign Ministry, the Office of Foreign Relations, 
and the National Assembly. 

Kindly review. . .as you wish. . .with regards. 

Assistant Director, Iraqi Intelligence Service 

February 2002 

[names of Mazin and Muhammad appear in the margin dated 9 February] 

* Translator comments appear in hard brackets. 


(3 of 3) 
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Tab? 

In the name of God, the Most Compassionate, Most Merciful 
Urgent 

The Honorable Assistant Director to Operations, Iraqi Intelligence Service 
Subject; Movement 

Below are the names of individuals and businessmen, who through them, we will be able to 
approach the French President Jacques Chirac (the candidate for the French General Presidential 
elections, 2002) and the Russian President, Vladimir Putin; 

1. FRANCE: 

a. The French Nicola Lang \phonelic] : Secret middleman for France with the Middle East; he has 
direct relations with the French President Jacques Chirac, which was previously mentioned that 
he played an important role in the re-opening of the French Interests Section in Baghdad. 

b. The French Patrick Maugein ; Businessman and owner of oil company and has direct relations 
with President Chirac; previously he has visit the country several times, at the invitation from the 
office of Mr. Tariq ‘Aziz, who he has a fnendship with the Deputy Prime Minister. 

c. The French Shovaliah Iphonetic] : President of the French Total Oil Company; he is firmly 
connected with President Chirac, who is considered an Honorary President to the aforementioned 
company, therefore they meet weekly. 

d. The French Roselyne Bachelot ; Member of the French National Assembly; she is a friend of 
Iraq and has relations tied to the President Jacques Chirac. 

e. The Ambassador was charged by the direction of the IIS Director to approach the relation with 
the French President through Morocco via the Moroccan Intelligence Services. There will also 
be a meeting with the legal scholar Muhammad Al-Basri and Dr. [named IIS source], 

* Translator comments appear in hard brackets. 


(14 of 27) 
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2. RUSSIA: 

a. Our Russian Source Sergei Rudasev : Head of the Iraqi People’s Solidarity Committee in St. 
Petersburg, therefore his relations are tied with the Ms. Narasova \phonetic], widow of the 
former mayor of Leningrad, who meets with the Russian President weekly. 

b. Our Russian Source Leonti Arkhibov \phonetic\. Advisor in the Russian Presidential Office 
through his position of employment. 

c. Our Russian Source Boghos Akubov : Head of the Diplomatic Attache of the Russian Foreign 
Ministry, through the Russian Deputy Foreign Minister Sultanov, who has good relations with 
the President Putin. 

d. Mikhail Gutseriyev : Director of the Slavneft Company; therefore previously he was Deputy 
Chairman of the Duma Council and he has wide relations with the Presidential Office. 


Kindly review. . .with regards. 


• * f • £. • f 

\feint signature] 

Director General, M4 
11 March 2002 

[The names of Khudar, dated Mar. 10, 


‘AH. dated Mar. II. appear as well.] 


*Translator comments appear in hard brackets. 
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Tabs 


. . .the most Merciful 


Presidency of the Republic 
Iraqi Intelligence Service 


The Honorable Director of Ml 
Subject: Meeting 

1 . On 8 April 2002, 1 met with [a named IIS source] in the presence of the Director of the 
Protocol Section. I delivered the best regards of the IIS director to him, and I handed over 
(3000) three thousand US dollars, after which he showed his appreciation and acknowledgement 
to the director of the IIS, but assured that it was not necessary. We made him feel that he is one 
of us and that there is no difference between us, and that this is merely a showing of peace from 
the director of the IIS. 


2. He mentioned that we have a lot of work ahead of us to affect the French politicians, because 
in order to do this we have to engage with them and their interests, as you know, life in the west 
especially in France, is greatly influenced by money and special interests. 

3. Please deliver the attached envelope to the IIS director. 

4. The aforementioned will travel tomorrow to Amman on his way back to Paris. 


Kindly review, wth regards, 



Director, Ml/2 
8 April 2002 


[second margin note] 

To the Director General, M4 



[Tahir Jalil Habbush] 
Apr. 8 


[first margin note] 

To the Honorable IIS Director: [A named IIS 
agent] met with [t/ie named IIS source] and 
delivered to him a total of 3000 three thousand 
dollars, 1 send to you the accompanied envelope 
attached. With my regards. 



Director, Ml 
Apr. 8 


* Translator comments appear in hard brackets. 
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Tab 9 


Republic of Iraq 
Presidency of the Republic 



Date: 24 April 2002 
No.: M 1/2/2/21 56 


Memo SECRET 

To: M4/4 

{Illegible handwritten margin note, appears to be dated 24 April] 

We have attached a copy of the letter Number 22, dated 19 April 2002, from the IIS 
representative in Paris regarding his activity in the French field and his meeting with the French 
Parliament member, Ms. Roselyne Bachelor. The Honorable Director of the IIS has been briefed 
about this subject. 

Please review, with regards. 

Attachment: 

Copy of the representative’s letter Number 18, dated 12 April 2002, and the related subjects. 



Director, Ml/2 
24 April 2002 


Mr. Daran Raja 



[unidentified signature] 
Apr. 25 


Translator comments appear in hard brackets. 
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Tab 10 


Republic of Iraq 
Presidency of the Republic 
Iraqi Intelligence Service 



Memo 


SECRET 


Date: 28 April 2002 
No.: M 1/2/2/2209 


To: M4/4 

We have attached a copy of the letter from the IIS representative in Paris, Number 24 on 25 
April 2002 regarding the meeting of [a named IIS source] with the director of the company 
which is owned by Mr. Jerome, the Presidential Advisor to President Chirac and the Election 
Campaign Official. 


Please review, and inform us with your consideration about the subject, so that we can advise the 
Honorable IIS Director. 


With regards. 



Director, Ml/2 
28 April 2002 


[First handwritten margin note] 
Head of Department 2, please 
report the opinion. 



[unidentified signature] 
Apr. 29 


[Second handwritten margin note] 

Mr. Mazin, please do what is necessary regarding the information we have. 


[unidentified signature] 
29April 


* Translator comments appear in hard brackets. 
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Tabu 

In the name of God, the Most Compassionate, the Most Merciful 
SECRET 

Notification 

M4/D4/1/2 

To: Ml/2 

Your SECRET notification Number Ml/2/2/2209 on 28 April 2002. 

1. The subject of activating the Iraqi - French relations is coordinated between the IIS 
Headquarters and the Foreign Minister. 

2. We approve the granting of contracts to the French companies which are the most 
important and influential in the French field. 

3. However, regarding the subject of doing business with the small French companies, it is a 
sign known to us that doing business with these small companies is not beneficial to the 
country, as we previously had included in our recommendation of activating the Iraqi - 
French relations. 

Kindly review. . .with regards. 


<r 



On behalf of the Director General, M4 
5 May 2002 

[The names ofMazin, Muhammad, and 'Abd-al-Husayn also appear dated 5 May.] 


1903 

5 May 2002 


* Translator comments appear in hard brackets. 
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Tab 12 


In the name of God, the most Compassionate, the most Merciful 

To: The Honorable Director of Section 1 
Subject: Iraqi - French Relations 

Besides Ml’s Notification, the attached letter of the representative in Paris contains the results of 
his movement towards and his meeting with the Deputy of French Parliament, Roselyne 
Bachelot, the official spokeswoman for Chirac’s election campaign, accompanied by the Friend 
[named IIS source], which are the following: 

1 . The French Ms. Bachelot, pointed out the historic relationship between the two countries, 
and the subject of Iraq will be first in the priorities and concerns of French politics on the 
condition that Mr. Chirac wins. 

2. She assured that the French position opposed any American attack on the nation, and 
France will use the right of opposition (veto) within the Security Council against any 
American decision regarding the attack on Iraq. 

3. France will work throughout the upcoming period to lift the sanctions. 

4. The representative conveyed to the French Ms. Bachelot that Iraq is prepared to offer 
financial support to Chirac, for his election campaign. She replied joyfully that she will 
deliver this offer to the financial official of the election campaign, who expressed 
gratitude and the appreciation of France to the Iraq’s position (but he apologized) because 
they do not require the money. 

5. Ml submitted the subject to the Honorable IIS director. 

Kindly review, and we suggest saving this topic in the relations file. . .with regards, 



[illegible handwritten margin note] 
6 May 


* Translator comments appear in hard brackets. 
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Tab 13 


The Honorable Minister of Oil 

Subject: The French Dignitary (Charles Pasqua) 

- The President-Leader (God Bless Him) approved designating (3) million barrels to the French 
dignitary, (Charles Pasqua). 

- The French dignitary (Bernard Guillet), on behalf of (Charles Pasqua), visited us this morning 
and requested to send the oil contract to the Swiss company (Genmar) for their signature, 
because that is the company chosen by them. When we made it clear that it’s necessary to 
choose a French company, because the designated quantity is to a French dignitary, the response 
of Mr. (Bernard Guillet) was that it is not possible for political reasons and that he explained the 
situation to Mr. Tariq ‘Aziz. 

- We requested from Mr. (Bernard Guillet) a letter of authorization from Mr. (Charles Pasqua) to 
(Genmar) Company to lift the crude oil. He refused and clarified that they can not because of the 
fear of political scandal. 

Point being, Mr. (Bernard Guillet) requests to send the contract by fax to Baghdad, without the 
presence of (Geiunar) Company’s representative to sign the contract, in the same manner that 
both Mr. (Alias Al-Gharzali) and Ms. (Hamida Na’ana) have been choosing the same Swiss 
company, (Genmar), to sign the contracts regarding the quantities designated for them. 


Kindly review and as you see fit. 
With regards. 

[illegible word] 

17 June 1999 
Kazim Razuqi 


[margin note] 

Executive Director / Saddam Zaban Hasan 
State Oil Marketing 


Translator comments appear in hard brackets. 
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Tab 14 


Council of Ministers 
Deputy Prime Minister 



The Honorable Saddam Zaban 
Greetings, 

We are kindly informing you that Mr. (Bernard Guillet) is the diplomatic and political advisor 
for Mr. (Charles Pasqua), the French politician and former Minister of Interior. He represents 
him to receive the oil allocation designated for Mr. (Pasqua). 

Salutations. . . with regards. 


• Li ■ 



Manger, Office of the Deputy Prime Minister 
Jun. 19 
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Tab 15 


In the name of God, the Most Gracious, the Most Merciful 


Republic of Iraq Number: Kh3/92 1 1 

Ministry of Oil Date: 20 June 1999 

State Oil Marketing 


The Honorable Minister of Oil 

Subject: The French Dignitary Charles Pasqua 

In reference to the phone call with you this morning, 19 June 1999, the Swiss Genmar Company 
is considered the authorized company from Mr. Charles Pasqua to lift the designated quantity for 
him for Phase VI. The contract will be signed by us and sent by Fax to the aforementioned 
company, for their signature, in the same manner that is followed by Mr. Alias Al-Gharza!i, and 
Ms. Hamida Na’ana. 


Kindly review and approve. 


With regards... 



Saddam Zaban Hasan 
Executive Director 



[ 'Amir Muhammad Rashid] 
Jun. 22 
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Tab 16 


Ministry of Oil / Office of the Minister 

Number 7447 

Date 24 August 1997 

[Stamp showing receipt of memo\ 

Minister of Oil: 

Greetings, 

The owner of this letter is Michel Grimard, who is among the friends of Iraq in France and the 
Deputy of Parliament. 

Kindly review, and treat him in this capacity, within the political policy we agreed on. 

With regards. 



24 August 1997 
[Margin note] 

[To:] The Executive Director of SOMO: do what is necessary within the decision of the Deputy 
for the Addax Company. 



[signature of ‘Amir Muhammad Rashid, Minister of Oil] 
Aug. 24 


* Translator comments appear in hard brackets. 
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Tab 17 


Ambassade du Royaume du MAROC Embassy of The Kingdom of Morocco 

Section des Interets de ITRAK Iraqi Interests Section 

53, me de la Falsanderle Paris 

75116 Paris 

Tel; 45 53 33 70 

Fax: 45 53 33 80 

Marketing Organization / Office of the Executive Director 

Number Ml/lKh/587 

Date 25 August 1997 

[Stamp showing receipt of memo] 

No.: none 

Date: 21 August 1997 

The Honorable Dr. Sami Sa’dun 

Mr. Michel Grimard informed us that the representative of the (Addax) Company received an 
invitation from SOMO, and he will be in Baghdad on 28 August because he intends to contract a 
purchase of 30 thousand barrels. Mr. Grimard repeats his wishes to treat the aforementioned 
company seriously. 

In exchange, Mr. Grimard is recommending the organization of a French Parliamentary visit to 
the country. 

He began supporting the (Fifth Christian Republic) movement to volunteer the European 
Community to lift the sanctions. We have attached a copy of the letter for your 
information. . .with regards. 

Iraqi - Paris 


*Translator comments appear in hard brackets. 
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Tab 18 


In the name of God, the Most Compassionate, the Most Merciful 


Republic of Iraq 

Ministry of Oil No: Khl/4918 

Marketing Organization Date: 28 August 1997 

The Honorable Minister of Oil 


Subject; Certification of Crude Oil Export Contracts 
Below are the details of the contract signed with Addax Company. 


1. Contract Number: 

2. Name of Purchasing Co.: 

3. Nationality: 

4. Quantity: 

5. Destination of Crude Oil: 

6. Period of Supply: 


M/02/30 
Addax 
Swiss 

1,800,000 barrels of Kirkuk crude oil 
Europe 

until 4 December 1997 


Date: 28 August 1997 


7. Approximate value of the Contract: (29) million American Dollars 


Kindly review and certify... with regards. 




Saddam Zaban Hasan 
Executive Director 


Approved Certification of the Minister 



[signature of Saddam Zaban Hasan 
under ‘Amir Muhammad Rashid ’s\ 


* Translator comments appear in hard brackets. 
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Tab 19 


From the Fifth Christian Republic Movement 
Paris on 8 January 1998 

Mr. Tariq ‘Aziz 
Deputy Prime Minister 
Baghdad, Iraq 

Your Excellency, 

Please renew this memorandum, which is of great importance to me and also for the Activities 
Program for the year of 1998. As you can see, in order to cany out this program it is regarded 
as difficult financially, politically, and diplomatically; and we hope it is possible to implement 
this program. 

Your Excellency, please accept my best regard. 

Signature 
Michel Grimard 


* Translator comments appear in hard brackets. 
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Tab 20 


* Translator comments appear in hard brackets. 


Ambassade du Royauine du MAROC Embassy of the Kingdom of Morocco 

Section dus Intereis de I’lRAK The Iraqi Interests Section 

Paris 

53, rue de la Faisandorie 
751 16 Paris 
Tel: 45 53 33 70 
Fax: 45 53 33 80 

Ref; Number: 10/9/20 

Date: Date: January 1998 

Office of the Honorable Deputy Prime Minister 

Subject: Letter 

We are sending you the copy of the translated letter that was forwarded to the Deputy Prime 
Minister from Mr. Michel Grimard, President of the Fifth Christian Republic Movement. 

Kindly review. . .with regards. 

Section Chief 

Dr. Ahmad Ibrahim Al-‘Azzawi 


The Honorable Executive 
Director of the State Marketing: 
Please take the necessary steps 
when the name of the (Addax) 
Company appears. 


o 

[ 'Amir Muhammad Rashid\ 
Jan. 15 



Mr. Minster of Oil: 

Greetings, please review and, for 
your information, Mr. Grimard, 
he is among the active friends in 
France, and it is imperative to 
help him. . .with regards. 



[Tariq Aziz] 
Jan. 13 


[Margin note written above memo narrative] 
Give special priority to the Addax Company. 


[Saddam Zaban Hasan] 
Jan. 21 


Attachment, 

4 copies in Arabic 
4 copies in French. 
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Tab 21 


In the Name of God, the Most Compassionate, the Most Merciful 


Republic of Iraq Number: Kh2/912 

Ministry of Oil Date: 27 January 1998 

Marketing Organization 


Subject: Approval on contract crude oil export 
Below are the details of the contract signed with Addax Company (Swiss): 


1- 

Contract Number: 

M/03/34 Date:27 Jan 1998 

2- 

Purchasing Company: 

: Addax BV (Geneva-Branch) 

3- 

Nationality: 

Swiss 

4- 

Quantity: 

1 ,800,000 barrels ( 1 0 Thousand barrels for period of 1 80 days) 

5- 

Quality: 

Kirkuk 

6- 

Destination: 

Spanish and/or France 

7- 

Pricing: 

European pricing 

8- 

Period of Supply: 

Until 2 June 1998 

9- 

Value of the Contract 

in Dollars: approximately (25) million US Dollars (at a price of 14 


US Dollars per barrel) 


Kindly review and approve, with regards. 




Saddam Zaban Hasan 
Executive Director 


Approved. 



[ 'Amir Muhammad Rashid] 
Feb. 2 



{Saddam Zaban Hasan] 
Feb. 3/Kh2 


Translator comments appear in hard brackets. 
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Tab 22 


In the Name of God, the Most Compassionate, the Most Merciful 


Republic of Iraq Number: Kh2/2405 

Ministry of Oil Date: 7 March 1998 

Marketing Organization 

The Honorable Minister of Oil 


Subject: (Addax) Company, Swiss 

We kindly inform you that the company, above, has arrived through the French Deputy Michel 
Grimard (regarding the attached). 

We have contracted with it within Phase II from the Memorandum of Understanding; also we 
renewed the contract with it during Phase III to supply it with quantity of 1.8 million barrels of 
crude Kirkuk. 


The company now wants additional quantity of Kirkuk oil or Al-Basrah Light either during the 
current phase or the next phase. 

Kindly review. . .and delegate. 


With regards. . . 



Saddam Zaban Hasan 
Executive Director 


Give them another (10) thousand 



[ ‘Amir Muhammad Rashid] 
Mar. 7 


Attachment: Memo copy with fax copy 



{Saddam Zaban Hasan] 
Mar. 8 


* Translator comments appear in hard brackets. 
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Tab 23 


In the Name of God, the Most Compassionate, the Most Merciful 


Embassy 
Republic of Iraq 
Moscow 
[in Arabic] 

Number: S/1/I/45I 
Date: 21 August 1997 

Foreign Ministry/Third Political Directorate 

Subject: Letter 


Embassy 
Republic of Iraq 
Moscow 
[in English] 



We are sending the letter of Mr. Vladimir Zhirinovsky, President of the Russian Liberal 
Democratic Party, written on 30 July 1997 and contains the sympathetic support of his party in 
supplying medicine and food with the Memorandum of Understanding between Iraq and the 
United Nations. 


1, with the trade advisor of this Embassy, have met Mr. Kondrativ [phonetic], the assistant of Mr. 
Zhirinovsky for economic affairs, on 1 0 August 1 997. Mr. Kondrativ hopes that there is a 
possibility to carry out the desires of the leader of the Russian Liberal Democratic Party, who 
binds us with good relations and his position of support to Iraq’s difficult situation, either in the 
Duma Council, or in meetings of the republic, public or otherwise. We informed him that Iraq 
has no objection to the cooperation with them on the condition of the known rules of conduct and 
kindly request to him to present their offer to the authorized Iraqi body. 


Kindly review... with regards. 





Ambassador 

Dr. Hasan Fahmi Jum’ah 
21 August 1997 


[handwritten margin note] 

The Honorable Executive Director: 
Contact our Ambassador in Moscow by 
phone to provide him the quality of the 
crude oil and the appropriate 
quantity ... for your information this 
order. . . 




[ 'Amir Muhammad Rashid] 

„ . Sep. 14 

Copies to: 

Ministry of Oil / with copy of the letter, kindly review.. .with regards. 
Ministry of Trade / with copy of the letter, kindly review. ..with regards. 


Attachments: 

Letter with its translation 


Memo 



[Saddam Zaban Hasan] 
Sep. 15 


* Translator comments appear in hard brackets. 
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Tab 24 


In the Name of God, the Most Compassionate, the Most Merciful 


Number: Khl/5451 
Date: 16 September 1997 


The Honorable Minister of Oil 


Republic of Iraq 
Ministry of Oil 
Marketing Organization 


Subject: Communications with Mr. Vladimir Zhirinovsky 

In reference to the your margin note about contacting the Iraqi Ambassador in Moscow regarding 
the subject of the special quantity of crude oil to Mr. Vladimir Zhirinovsky, leader of the Russian 
Liberal Democratic Party and according to the phone conversation with his excellency 
Ambassador Doctor Hasan Fahmi Jum’ah, Embassy of the Iraqi Republic in Moscow, on 16 
September 1 997, it is clear that the company belonging to Mr. Zhirinovsky has not registered 
itself in the United Nations until now. The Ambassador confirmed that the company has been 
slow in this regard, and he will send a detailed letter regarding this subject. It has been found 
that the assistant leader of the patty, Mr, Kondrativ [phonetic], will visit the country soon to 
conduct negotiations with the Ministry of Trade regarding supplying food and medical products 
to the country. 

BCindly review. . .with best regards. [handwritten margin note] 

Thank you. . .and continue with care, 

[ ‘Amir Muhammad Rashid] 

Sept. 17 


Executive Director 




Saddam Zaban Hasan 


[second signature is Saddam Zaban Hasan ’s] 
Sept. 18 


Office copy - please file 


* Translator comments appear in hard brackets. 
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Tab 25 


* Translator comments appear in hard brackets. 


•- 



FEDERAL ASSEMBLY - PARLIAMENT OF RUSSIAN FEDERATION 


STATE DUMA 

FACTION OF THE LIBERAL-DEMOCRATIC PARTY OF RUSSIA 

10326, Moscow^ Okfaotny Riad Street, House #1. Teh 292-80-1; 292-87-95 


September 22 > 1997 


Reference #: 5.1 - 4 - 775 


His Excellency 

Dr. Hasan Fafami Jum^ah 

Republic of Iraq [illegible] 

Dear Friend: 


In accordance with the agreement achieved earlier, I hereby inform you that we are planning to send a 
delegation to Iraq to conduct negotiations with the leadership of the country. The delegation will consist 
of the following members: 

• Gutseriev, Mikhail Safarbekovich: Deputy Chairman of the State Ehjma; Deputy on behalf of the LDPR; authorized 
to negotiate on all issues related to this program; 

• Zakanov [first two letters are illegible) Aiikhan Beibotovich, Deputy Chairman of the Federal Food Corporation of 
Russian Federation; authorized to negotiate and sign contracts with respect to the food-related part of the program; 

• Gromov [first letter is illegible] Anatoliy Nikolaevich, Director of the Department for External Economic Activities, 
Sidanco Company (the company is involved in production, refining and transportation of oil in certain regions of 
Siberia, Far ^st and Saratov Oblast); authorized to negotiate and execute contracts for the oil quota allocated to the 
Liberal-Democratic Party of Russia; 

• Idrisov Arsen Emilievich, Deputy Director of the Department, Sidanco Corr^any; 

• Minakov [first letter is illegible) Valentin Nikolayevich, assistant to the Deputy; 

The timing of the trip (with the exception of October 1-3 of this year) depends exclusively on the time it 
would take the consular division of the embassy to issue visas. 


I cordially request that you advise us of your considerations with respect to the above. 
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Tab 26 


In the Name of God, the Most Compassionate, the Most Merciful 


Republic of Iraq 
Foreign Ministry 
Office of the Minister 



Number: M.KH/l/n/1620 
Date: 1 October 1997 


SECRET 
Ministry of Oil 

Subject: Russian Delegation Visits the Nation 


Our Embassy in Moscow informed us through their letter, written on 30 September 1997, that 
the Russian delegation, lead by (Mr. Mikhail Gutseriev), the Deputy for the Duma, is going to 
arrive to the country on Sunday, 5 October 1997, to complete the special contracts regarding the 
oil and food products. Also the Embassy added that (Zhirinovsky), the President for Russian 
Liberal Democratic Party, requested our full support to the delegation, and he pointed out that 
(Gutseriev) personally represents him and that he has all the authority to sign the contracts, and 
he will bring with him, as a member of the delegation, the Director General of the (Sidanco) 
company, which is registered in Iraq and the United Nations to purchase oil on behalf of the 
Russian Liberal Democratic Party. The Embassy mentioned that (Gutseriev) is wishing to meet 
with the Honorable Oil Minister and with the Director of Marketing. 



Tariq ‘Aziz 
Deputy Prime Minister 
Acting Foreign Minister 
1 October 1997 


[handwritten margin note:] 

To the Executive Director: Take the 
necessary steps for the contracts with the 
appropriate quantity, and “yes” for the 
meeting. 


[ Amir Muhammad Rashid] 
Oct. 9 



[Saddam Zaban Hasan] 
Oct. 5 


[ Various inter-office stamps adorn top of memo marking the date the memo was received} 
* Translator comments appear in hard brackets. 
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Tab 27 


In the Name of God, the Most Compassionate, the Most Merciful 


Republic of Iraq Number: Khl/6215 

Ministry of Oil Date: 8 October 1997 

Marketing Organization 


Subject: Approval 

Here are the details of the contract signed with the Russian Sidanco Company (on behalf of Mr. 
Vladimir Zhirinovsky the President of the Russian Liberal Democratic Party). 


1- 

Contract Number: 

M/02/32 

Date: 7 Oct 1997 

2- 

Purchasing Company: Sidanco 


3- 

Nationality: 

Russian 


4- 

Quantity: 

1.8 million barrels 


5- 

Quality: 

Kirkuk crude oil 


6- 

Destination: 

Europe 


7- 

Period of Supply: 

Until 4 Dec 1997 


8- 

Value of the Contract in Dollars: (30) million American dollar. 


Kindly review and approve, with regards. 


Saddam Zaban Hasan 
Executive Director 


Approved. 



[ 'Amir Muhammad Rashid] 

Oct. 11 

[Saddam Zaban Hasan signed again] 

Oct. 11 

[Page 23 is a duplicate of this page without the approvals noted at the bottom.] 


Translator comments appear in hard brackets. 
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Tab 28 
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Tab 30 


Crude Oil Allocations 
For Russian Companies 
For Phase Seven 


Company 

Million 

Bbis. 

% 

Russia 

115.0 

32.24 

Zarubezhneft 

23.0 


Machinoimport 

10.5 


Zan Gas 

6.0 


Alfa-Eco 

11.0 


Tyumen 

9.5 


ACTEC 

14.5 


Tatneft 

8.0 


Bashnefl 

4.0 


Gasprom 

5.0 


Lukoil 

4.5 


Sirgutneftgas 

3.0 


East Siberian Oil and Gas Co. 

1.0 


Rosneft 

3.0 


Nafta-Moscow 

2.0 


Onaco 

3.0 


T ransneft 

2.0 


RAO MES 

1.5 


Zerich GmbH - Moscow 

3.5 


Total 

115.0 




[Saddam Zaban Hasan] 


Jul,9 


Please Review the Following Sir: 

First - The Quantity for Zarubezhneft 

Direct contract (20) million barrels + (1.5) million barrels for the appropriation of Mr. Shafranik, 
+ (1.5) million barrels for Ghopkin University. 

Second - The Quantity for Tyumen 

Direct contract (3) million barrels + (6.5) million barrels to Zhirinovsky 
Third - The Quantity for Zerich GmbH 

(2) million barrels Ms. Sazhi + (1.5) million barrels for the Political Science Academy 

With regards... 


Translator comments appear in hard brackets. 
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Tab 31 


Sevan Letters 


Page 32, Begin Translation: 

' In the Name of God, the 


The Republic of Iraq 

Ministry of Oil 

State Oil Marketing Company 


To: The Honorable Minister of Oil 

Subject: African Middle East Petroleum Co. LTD., Inc. 

(Mr. Sevanl 

The African Middle East Petroleum Co. LTD., Inc. submitted an application (attached) to 
purchase Iraqi oil during the current phase in accordance with the Memorandum of 
Mutual Understanding. 

Mr. Muwafiq Ayub informed us through a phone conversation, from the Iraqi 
Representation [mission] in New York, that the aforementioned company is that which 
was mentioned to you by Mr. Sevan, the Director of the Iraqi Program in the United 
Nations, during his last visit to Baghdad. 

Please acknowledge and refer. 


With Regards, 



Saddam Zaban Hasan [Zabait not Zayn] 

Executive Director 

[Handwritten Comment 1:] Approval of the Vice President of the Republic was received 
the morning of 15 August, 1998. 

[Handwritten Comment 2;] H2 The contract will be 1.8 million barrels. 

[U/I Signature] [Signature] [U/I Signature] 

8/15 Mr. Kazim Zakria 8/17 


Most Merciful, the Most Compassionate 


[Stamp] No:[KH]2/9124 

Ministry of Oil/ Date: August 10, 1998 

Minister's Office 

No. 8172 

Date: 08/10/1998 


Telex: Arabic 5834 Somo Telex; 212198, 212199/PO Box 5118 Baghdad, Iraq, Phone No: 7742040/10 
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Page 31, Begin Translation: 

In the Name of God, the Most Merciful, the Most Compassionate 


The Republic of Iraq 

Ministry of Oil 

State Oil Marketing Company 


To: The Honorable Minister of Oil 


[Stamp] 

Ministry of Oil/ 
Minister's Office 
No. 10103 
Date; 09/26/1998 


No: [KH]2/ 91235 
Date: September 26, 1998 


Subject: Approval of Exported Crude Oil Contracts. 


In reference to the approval of the Vice President of the Republic, Taha Yasin Ramadan, who 
informed us in the foomote of our memorandum No. KH2/9124 dated 08/10/1998 (enclosed is an 
attached copy). 

Based on the phone conversation on the morning of 09/24/1998 between the undersigned and Mr. 
Muwafiq Ayub, from the Iraqi Representation [mission] in New York, it was emphasized that the 
African Middle East Petroleum Co. LTD., Inc., represented by Mr. Fakhri ‘Abd-al-Nur, was 
mentioned as a recommendation from Mr. Sevan. 


Under the details of the contract with the African Middle East Petroleum Co. LTD., Inc.: 


1 . Contract No: 

2. Purchasing Company: 

3. Nationality: 

4. Quantity: 

5. Quality of Cmde Oil: 

6. Destination: 

7. Tariff: 

8. Period of Supplying: 

9. Estimated Value: 


M/04/60 [in English] Date: 09/24/1998 

African Middle East Petroleum Co. LTD., Inc. 

Panamanian 

1 .8 Million Barrels 

Kirkuk 

Romania or Italy 
Europe 

until 11/25/1998 

approximately (18) million dollars (based on the price of $10 
per barrel). [USD not specified] 


Please acknowledge and approve. 


With Regards, 



Saddam Zaban Hasan 

Executive Director To be presented to the Minister 9/28 

Approval of the Minister 

[Handwriting Illegible] 


Telex; Arabic 5834 Some Telex; 212198, 212199/PO Box 5118 Baghdad, Iraq, Phone No; 7742040/10 
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Tab 32 
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[Handwritten margin note:} 

The Honorable Executive Direct or 

The African Middle East Company / Mr. Sevan have upon themselves the impression that the 
amount has been increased from (1) to (2) million as a result of the meeting with the Minister in 
Vienna. For your information, the quantity on the contract is Kirkuk. 

Kindly review and delegate. . .with regards. 


[unfeiow/! signature} 
Apr. 8 


[Margin Note:} 
Consultation 



[Saddam Zahar Hasan} 

Apr. 8 

t 

^Translator comments appear in hard brackets. 


169 


Tab 33 


Benon Sevan and Phase VI 

The following documents, which can be found in the National Harmony Database as 
ISGZ-2004-E00003, contain information relating to Benon Sevan and the African Middle 
East Petroleum Co. LTD., Inc. (AMEP) and Phase VI of the UN Oil-For-Food Program. 
The document resides within the 21 SOMO discs on Disc 12, ISGZ2004E00003- 
132288.pdf 

Originally 477 pages, the following cursory translation represents pages 108 through 111, 
the contractual arrangements of the oil allocated for the aforementioned period. Page 109 
is a copy of page 108, requiring no further translation. Documents originally in English 
are not translated, but can be seen with the attached originals. Additional information 
found within the same file on pp. 10-17, and 51-52 mentioning AMEP and/or Sevan is 
also attached. 
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ISGZ-2004-E00003 Page 108, Begin Translatbn; 

In the Name of God, the Most Merciful, the Most Compassionate 


The Republic of Iraq 

Ministry of Oil 

State Oil Marketing Company 


To; The Honorable Minister of Oil 


[Stamp] 

Ministry of Oil/ 
Minister's Office 
No. 8684 
Date: 08/01/1999 


No: PCH]2/ 11538 
Date: August 1, 1999 


Subject: Contract M/06/78 with the African Middle 
East Company (Mr. Sevan! 


In reference to the approval in the memorandum from the Office of the President of the Republic 
- Secretary - numbered 437 1/K dated 07/25/1999. 


Under the details of the contract with the African Middle East Petroleum Co. LTD. 


1. Contract No: 

2. Date of Contract: 

3. Purchasing Company; 

4. Nationality: 

5. Quantity: 

6. Quality of Crude Oil: 

7. Destination: 

8. Tariff: 

9. Period of Supplying: 

10. Estimated Value: 


M/06/78 [in English] 

07/29/1999 

African Middle East Petroleum Co. LTD. 

Panamanian 
2 Million Barrels 
Kirkuk 
Europe 
Europe 

until 11/20/1999 

approximately (30) million dollars (based on the price of S15 
per barrel). [USD not specified] 


Please acknowledge and approve. 


With Regards, 



Saddam Zaban Hasan 
Executive Director 

Approval of the Minister: Approved 
[Handwriting Illegible] 


Telex: Arabic SSS-l Somo Telex: 212198, 212199/PO Box 5118 Baghdad, Iraq, Phone No: 7742040/10 
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ISGZ-2004-E00003 Page !09 
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Tab 34 


Benon Sevan and Phase VII 

The following documents, which can be foimd in the National Hamony Database as 
ISGZ-2004-F00002, contain information relating to Benon Sevan and the African Middle 
East Petroleum Co. LTD., Inc. (AMEP) and Phase Vn of the UN Oil-For-Food Program, 
The document resides wi&in the 21 SOMO discs on Disc 13, ISGZ2004F00002- 
132352.pdf. 

Originally 549 pages, the following cursory translation represents pages 104 through 106, 
the contractual arrangements of the oil allocated for the aforementioned period. Page 105 
is a copy of page 104 and warrants no further translation. Documents originally in 
English are not translated, but can be seen with the attached originals. 
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ISGZ-2004-F00002 Page 104, Begin Translation: 

In the Name of God, the Most Merciful, the Most Compassionate 


The Republic of Iraq 

Ministry of Oil 

State Oil Marketing Company 


To: The Honorable Minister of Oil 


[Stamp] 

Ministry of Oil/ 
Minister's Office 
No. 481 

Date; 01/13/2000 


No:[KH]2/636 
Date: January 13, 2000 


Subject: Approval of Exported Crude Oil Contracts. 


In accordance with the disclosure of allocations to the amended seventh phase dated 12/17/1999. 
Under the details of the contract with the African Middle East Co. (Mr. Sevan): 


1 . Contract No: 

2. Date of Contract: 

3. Purchasing Company: 

4. Nationality: 

5. Quantity: 

6. Quality of Crude Oil: 

7. Destination: 

8. Tariff: 

9. Period of Supplying: 

10. Estimated Value: 


M/07/88 [in English] 

01/11/2000 

African Middle East Petroleum 

Panamanian 

1.5 Million Barrels 

Kirkuk 

Europe 

Europe 

until 06/08/2000 

approximately (33) million dollars (based on the price of $22 
per barrel). [USD not specified] 


Please acknowledge and approve. 
With Regards, 


Saddam Zaban Hasan 
Executive Director 



Approval of the Minister: Approved 


[Handwriting Illegible] 


Telex: Arabic 5834 Somo Telex: 212198, 212199/PO Box 5118 Baghdad, Iraq, Phone No: 7742040/10 
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Tab 35 


Benon Sevan and Phase VIII 

The following documents, which can be found in the National Hamony Database as 
ISGZ-2004-E00004, contain information relating to Benon Sevan and the African Middle 
East Petroleum Co. LTD., Inc. (AMEP) and Phase VIII of the UN Od-For-Food Program 
The document resides within the 21 SOMO discs on Disc 17, ISGZ2004E00004- 
132292.pdf. 

Originally 188 pages, the following cursory translation represents page 164, the 
contractual arrangements of the oil allocated for the aforementioned period. 
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ISGZ-2004-E00004 Page 164, Begin Translation: 

In the Name of God, the Most Mercifijl, the Most Compassionate 


The Republic of Iraq 

Ministry of Oil 

State Oil Marketing Company 


To; The Honorable Minister of Oil 


[Stamp] 

Ministry of Oil/ 
Minister's Office 
No. 10790 
Date: 08/16/2000 


No: PCH]2/ 13841 
Date: August 15, 2000 


Subject: Approval of Exported Crude Oil Contracts. 

In reference to your footnote on 06/25/2000 regarding the disclosure of the eighth phase 
allocations. 


Under the details of the contract with the Aliican Middle East Petroleum (Mr. Sevan): 


M/08/96 [in English] 

08/13/2000 

African Middk East Petroleum 
Panamanian 
1.5 Million Barrels 
Kirkuk 
Europe 
Europe 

until 12/05/2000 

approximately (33) million dollars (based on the price of $22- 
per barrel). [USD not specified] 

Please acknowledge and approve. 

With Regards, 

Saddam Zaban Hasan 
Executive Director 


1 . Contract No: 

2. Date of Contract; 

3. Purchasing Company; 

4. Nationality: 

5. Quantity: 

6. Quality of Crude Oil: 

7. Destination: 

8. Tariff: 

9. Period of Supplying: 

10. Estimated Value; 


Approval of the Minister; Approved 
[Handwriting Illegible] 


Telex: Arabic 5834 Some Telex: 212198, 212199/PO Box 5118 Baghdad, Iraq, Phone No: 7742040/10 





ISGZ-2004-E000(M Pa?? 
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Tab 36 


Benon Sevan and Phase X 

The following documents, which are not currently found in the National Harmony 
Database, contain information relating to Benon Sevan and the African Middle East 
Petroleum Co. LTD., Inc. (AMEP) and Phase X of the UN Oil-For-Food Program. The 
document resides within the 21 SOMO discs on Disc 20, ISGZ2004E00002-132285.pdf 

Originally 2 1 8 pages, the following cursory translation represents pages 1 08 and 1 09, the 
contractual arrangements of the oil allocated for the aforementioned period. Page 109 is 
a copy of 1 08 and warrants no further translation. 

Another file, ISGZ2004D00046-132688.pdf from Disk 12, does have a National Harmony 
record under ISGZ-2004-D00046. Originally 197 pages, this file has additional information 
regarding Phase X, specifically the extension of the phase period. P. 120 contains contract 
information, while pages 2-9 contain spreadsheets summarizing the Phase X contracts. Note 
that on p. 4, contract M/10/48 is misidentified as “A1 Rasheed International,” but is corrected 
on p. 8 -written in as “Afidcan ME” 
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ISGZ-2004-E00002 Page 108, Begin Translation; 

In the Name of God, the Most Mercifiil, the Most Compassionate 


The Republic of Iraq 

Ministry of Oil 

State Oil Marketing Company 


To: The Honorable Minister of Oil 


[Stamp] 

Ministry of Oil/ 
Minister's Office 
No. 12564 
Date: 08/14/2001 


No: [KH]2/ 12118 
Date: August 14, 2001 


Subject: Approval of Exported Crude Oil Contracts. 


In reference to the disclosure of allocations on 07/06i'200, under the details of the contract with 
the African Middle East Co, (Mr. Sevan): 


1 . Contract No: 

2. Date of Contract: 

3. Purchasing Company: 

4. Nationality: 

5. Quantity: 

6. Quality of Crude Oil: 

7. Destination: 

8. Tariff: 

9. Period of Supplying: 

10. Estimated Value: 

11. Total of Return: 


M/IO/48 [in English] 

08/13/2001 
African Middle East 
Panamanian 
I Million Barrels 
Kirkuk 

Europe or America 
Europe or America 
until 1 1/30/2001 

approximately (22) million dollars (based on the price of $20 
per barrel). [USD not specified] 
paid within 30 days after acquisition 


Please acknowledge and approve. 
With Regards, 



Saddam Zaban Hasan 
Executive Director 


Approval of the Minister: Approved 
[Handwriting Illegible] 


Telex: 212198, 212199 


PO Box 5118 Baghdad, Iraq, Phone No: 7742040/10 
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Tab 37 


In the name of God, the Most Compassionate, Most Merciful 


Republic of Iraq 
Presidency of the Republic 
Member of the RCC 
Vice President of the Republic 
Taha Yasin Ramadan 

No.: M.T/45 
Date: 16 January 1999 



[Ministry of Oil / Office of the Minister 
Subject: French IBEX-ENERGY Company 

In reference to your memorandum No. RM/4 on 7 January 1999, and attached to our 
memorandum No. MT/1761 on 15 December 1998. 

We approve the supplying of the above company with a quantity of (1.8) one million and eight 
hundred thousand barrels of Iraqi crude oil to be included in Phase V of the Memorandum of 
Understanding as the beginning of doing business with this company, as well as to know the 
potential of advantage from their activities in other fields. 

Kindly review and do what is necessary. . .with regards. 



Taha Yasin Ramadan 
Vice President of the Republic 

\flrst handwritten margin note:] 

The Honorable Executive Director: please call me. 
[ ‘Amir Muhammad Rashid] 

Jan. 16 




NVvV- 


[second handwritten margin note:] 

The committee contacted the company after the phone conversation with the Minister. 
[ Saddam Zaban Hasan] 

Jan. 17 




Translator comments appear in hard brackets. 
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Tab 38 


Number: RM/48 
Date: 6 March 2002 

(Do not allow your enemy to grasp your armor, 
and do not give up your friends) 

President-Leader (may God bless him) 

8 Aug 2000 

Governor, Central Bank of Iraq 
Subject: Duty Facilitation 

For the accomplishment of the Portuguese citizen Mr. (Armando Carlos), holder of passport 
number F-504464 issued on 4 July 2000 in Portugal, and for the services he rendered for this 
Ministry in exchange for the amount of 19,700.00 dollars (nineteen thousand seven hundred 
dollars) cash. 

Please provide him with an approval memo to facilitate the withdrawal of the above cash amount 
through the Al-Qadisiyyah Border Compound (Turaybil). 

With regards! . . 



‘Amir Muhammad Rashid 
Minister of Oil 
5 March 2002 


\first margin note] 

Honorable Minister: We did pay the amount above to the aforementioned person the morning of 
4 March 2002 at the Ministry Headquarters and he received the amoimt of money as a loan from 
the Directorate of Administration and was accounted with your approval. He will take the above 
amount back in cash to our account in the Al-Rafiadian Central Bank and return it to our 
Directorate of Administration, 

[second margin note summary: Seemingly angry comment by an unknown writer questioning 
why the Chairman of the Economic Affairs Committee does not know about this matter.] 


* Translator comments appear in hard brackets. 
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Tab 39 


Republic of Iraq 
Ministry of Oil 

(Do not allow your enemy to grasp your armor, 
and do not give up your friends) 
President-Leader (may God bless him) 

8 Aug 2000 

SECRET & PERSONAL 


The Honorable Deputy Prime Minister 
Chairman of the Economic Affairs Committee 

Subject: Additional Quantity Loading From Mina Al-Bakr 

1. By order of the President-Leader (may God bless him and watch over him), the 
loading of additional quantities of crude oil shipments within the Memorandum of 
Understanding, and the necessary coordination with the Oil Inspector at Mina Al- 
Bakr and the purchasing company is indicated below. 

The French company IBEX has completed loading two additional quantities: 

Loading Date Additional Quantitv/bbls. Price Dollar Value 

16 May 2001 229,237 18.784 $4,305,987.81 

27 Aug 2001 271,669 17.550 $4.767,790.95 

500,906 $9,073,778.76 

2. In reference to your phone call, sir, we have complied with the following: 

a. The agreement with the French Company to split the amount of the 
additional quantity in effect is 20% for the company and 80% for the 
country. 

b. The agreement with the Oil Inspector for his share of 2% from the amount 
of the additional quantity in exchange for his services. 


* Translator comments appear in hard brackets. 
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Ministry of Oil 
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(Do not allow your enemy to grasp your armor, 
and do not give up your friends) 
President-Leader (may God bless him) 

8 Aug 2000 


3. In light of the above, (105,819) dollars has been paid to the Oil Inspector 
(Armando Carlos) for both aforementioned shipments, which is less than the rate 
previously agreed on. 

4. The significance of the realized amount is that the total additional quantity 
mentioned above is considered a returned amount, and thereby is treated as such 
on this basis. 

Kindly review. . .with regards 



‘Amir Muhammad Rashid 
Minister of Oil 
12 April 2002 


* Translator comments appear in hard brackets. 
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O. S. Wyatt* Jr. 

J Grcenway Plaza, Suite 930 
Mousion. TX 7704^) 

Tcl 713/877^6700 
Fax 713/877-7192 
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FACSIMILE TRANanTTAL PAGE 
THIS TRANSMISSION CONSISTS OF PAGES (INCLUDING COVER) 


TO: 

COMPANy/FIRMi Ministry of Oii 
CITY/STATE! Baghdad, Iraq 

FAX: 9M-1, '885-3018 


DATE: October 9, 2000 



His ExceliCTicy Die Minister 


Eacelleaey, 

I could write you all the market reasons why 1 Uiink you should set the price on Basrali discounted 
at not less thah J7.70 off of second month WI, nor mote than 57,95 seojnd montti WTI. 1 know 
ttat yog are being furnished a multiplicity of numbers and reasons by some of your other lifters, 
mostly traders, but 1 think the above numbers are wiiliin tlw fair range. 

My very best personal regards to you raid ail die people around you. 



Tab 41 





216 


Tab 42 


SOURCES OF REVENUE FOR SADDAM & SONS 


A Primer on the Financial Underpinnings of the Regime in Baghdad 


September 2002 


Prepared by the Coalition for International Justice 
2001 S Street, NW, Suite 740 
Washington, D.C., 20009 
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Introduction 

Since 1997 Iraq has earned an average of $6 billion a year in civilian goods via the 
United Nations Oil-for-Food program, the eountry’s only legitimate source of income, 
through which Iraqi oil is exported in exchange for imports deemed by international 
experts to have no military utility. On top of this, Saddam, aided variously by his two 
sons and close relations before them, has managed to earn more than $2 billion a year in 
hard currency by illegally exploiting the UN system and running extensive smuggling 
operations outside it. 

This paper details the sources of that estimated $2 billion, which is projected to increase 
to $2.5 billion in 2002. Oil smuggling accounts for 90 percent of it. Examined herein are 
nine channels outside the Oil-for-Food program through which the Baghdad regime has 
managed to export oil in exchange for hard currency and goods not subject to UN 
oversight. These channels involve Turkey, Jordan, Syria, Lebanon, Iran and the Gulf 
States and are widening over time. 

This study also explains how the UN system works and how Saddam and his inner circle 
have succeeded in manipulating it — both to their financial betterment, by exacting 
kickbacks on Oil-for-Food contracts, and to Saddam’s political and diplomatic advantage, 
by directing contracts to states that press Iraq's case in the international arena. 

Also described here are additional minor sources of income, ranging from transportation 
ventures to the cigarette-smuggling that has developed into a turf war between Saddam’s 
sons, to the cynical exploitation of opportunities afforded through the Iraqi Olympic 
Committee, to the gouging of Shi'i pilgrims visiting Iraq’s holy sites. 

Profiled briefly as well are four key principals whom Saddam has tapped to establish his 
global smuggling network and to handle the logistics of financing his regime: sons Udai, 
38, and Qusai, 36, who are rivals for succession; half-brother, Barzan Ibrihim al-Tikriti, 
51, whose daughter was for a time married to Udai and who for years used his diplomatic 
perch in Geneva to build a clandestine financial and corporate global network for 
Saddam; and Hussein Kamel Hassan al-Majid, Saddam’s late cousin, son-in-law and 
formidable Military Industrial Commission head who amassed millions from kickbacks 
while building Saddam’s weapons. An introduction to these actors is essential to 
appreciating both the character of Saddam’s criminal enterprises and how he appears to 
be revising the script for his own succession. 

Although the Iraqi people always are the last to be served by this ruthless and mercenary 
leadership, Saddam has successfully persuaded much of the world that the UN sanctions 
regime is to blame for their increased misery. In May 2002 the UN Security Council, 
sensitive to that complaint, revised the Oil-for-Food program to focus it more narrowly 
on limiting Saddam Hussein’s capacity to import weapons of mass destruction (WMD) 
while sparing the Iraqi people as much as possible from the sanctions’ effects. However, 
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the new, so-called smarter sanctions will do little to impede Saddam’s ability to raise 
hard currency; in fact, they may actually enhance it. 

The flaw in the UN program, both before and since its revision, is that it does not - nor is 
it intended to - stanch the money flow to Baghdad generated by the illicit trade that falls 
outside Oil-for-Food. Actually, the hard-currency flow to Saddam and his sons will likely 
increase as a result of the changes, through expanded opportunities for kickbacks and 
sanctions-busting. 

The international community, while continuing to express its increasing concern over 
Saddam’s weapons program, has long been aware of Saddam’s ongoing revenue stream 
but has nevertheless turned a blind eye, for a range of reasons. UN Security Council 
members and regional governments have been openly enticed into supporting Baghdad 
and advocating for the lift of sanctions in exchange for lucrative contracts under the UN 
program. 

The United States and United Kingdom, by far the hardest-nosed about enforcing the 
sanctions regime, nevertheless have been sensitive to the plaints of their close regional 
ally, Turkey, which claims to have suffered severe economic damage from a decade of 
sanctions and whose impoverished and rebel-ridden southeast enjoyed a boost from the 
illicit, $300m diesel trade until its shutdown earlier this year. The diesel trade has been 
tolerated by the US and UK in part for this reason, in part because it has been brokered 
by and has handsomely benefited the Iraqi Kurds. It has now been replaced by a 
significant increase in official, govemment-to-govemment trade in crude oil, which also 
benefits deeply indebted Turkey and has likely been allowed to continue for this reason - 
despite the fact that Baghdad nets far more from this trade than does Ankara. 

In the case of Syria, whose business ties with Iraq are burgeoning, the US recognizes that 
cooperation is critical to success in the war against terrorism and has therefore been 
reluctant to demand that President Bashar Assad make good on his year-old promise that 
he would crack down on his country’s illicit trade with Baghdad. Instead, Syria has 
continued to expand its trade and transport arrangements along with the increasing 
volume of oil moved through the pipeline. These include moving Iraqi oil to Lebanon 
and, in return, facilitating the transshipment through Syria of Lebanese goods. In toto, 
these arrangements are estimated to pump close to a billion dollars a year, or half of all 
illicit revenue, directly into Saddam’s coffers. 

The lax enforcement resulting from the international community’s important but ancillary 
concerns regarding Iraq’s neighbors has enabled Saddam to use the UN program to 
further consolidate his grip on power, thereby jeopardizing any effort to bring down his 
government. Not only has Saddam been able to extort sympathetic diplomatic postures 
from Security Council members eager to do business in Iraq, thereby strengthening his 
prestige in the Arab world and his position internationally; he has also exploited the UN 
program to solidify his domestic control over the Iraqi people. Because he and his sons 
control the distribution of the civilian goods imported through Oil-for-Food, ordinary 
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Iraqis must now depend on the regime even for basic goods formerly available in the 
marketplace. 

This investigation, all based on open-source documents, has yielded other interesting data 
that heretofore have received scant attention. Three examples are illustrative, from both 
inside and outside the Oil-for-Food program and with regard to the family. 

Within Oil-for-Food'. The US has long been the most adamant UN Security Council 
member about prohibiting the flow to Iraq of imports that might be used in weapons 
production, and President George W. Bush has singled out Saddam Hussein as a major 
target in the war against terrorism and the states that sponsor it. Yet the US is the single 
largest consumer of Iraqi oil. In January, when President Bush designated Iraq a 
constituent member of his axis of evil, the US consumed 75 percent of all Iraqi oil 
exported under Oil-for-Food. 

While no US-based oil firms are currently direct purchasers of Iraqi oil, Saddam’s illegal 
per-barrel surcharges are passed up the line — from the buyers which are mostly Russian, 
firms and small “nameplate” companies registered in Western countries, to the major 
traders; to the American refineries, and, presumably, to the ordinary motorist. This 
suggests that American companies and consumers are the last links in a chain of enablers 
who have helped to underwrite Saddam’s end run around the UN system. 

Outside Oil-for-Food'. Eleven free trade agreements have been signed with Iraq over 
the last two years, and several others are under discussion. In announcing each new 
bilateral agreement, trade officials have heralded vastly expanded trade relations. This 
public brandishing by other Middle Eastern nations of increased business linkages with 
Iraq, coupled with their increasingly flagrant violations of UN sanctions and Oil-fbr-Food 
protocols, may be means of expressing opposition to stated American intentions to effect 
“regime change” in Baghdad, 

• Entre famille: 

Conventional wisdom has long maintained that Saddam’s heir-apparent was his elder son, 
Udai Hussein, who until 1999 was pre-eminent in Iraqi business and media affairs. 
However, in recent years Saddam would seem to have been put off by Udai’s violent and 
irrational behavior, which has only increased since a 1996 assassination attempt left him 
physically impaired. In any case, Saddam has gone to great lengths to bolster the 
prospects for his second son, Qusai, a far less flamboyant and public figure whose 
strength lies in his cumulative acquisition of state power, including the command of 
nearly all Iraq’s military, security and intelligence forces. 

Within the last two to three years, the traditional line dividing the two sons’ turf seems to 
have blurred, as Qusai, using state structures, has moved in on Udai’s financial territory. 
Throughout most of the 1990s, Udai’s illicit earnings came mostly through private, 
largely ad hoc arrangements with Turks, Kurds, Iranians and others. But as Iraq has 
reached out to reestablish official ties with its neighbors, Qusai appears to have taken the 
lead, and the new, state-to-state nature of many of these arrangements has begun to cut 
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Udai out. Both the new infatuation with Syria, rather than Jordan, as a trade partner, and 
the tremendous drop in the diesel trade with southeast Turkey in favor of dealings in 
crude with Ankara appear to have accelerated this effect. Other large-scale, longstanding 
smuggling operations seem also to have shifted to benefit Qusai; e.g., agents and front 
companies of his Mukhabarat, or secret service, appear to have taken over the cigarette 
trade. 

As none of these shifts has happened without Saddam’s knowledge and approval, it is 
reasonable to conclude that he has been deliberately broadening Qusai ’s authority to 
more firmly position his younger son to take over when the time comes. 

It is the authors’ hope that this first compilation of available public knowledge detailing 
Saddam’s sources of revenue will serve as a tool for policy-makers, as well as scholars 
and journalists. Understanding Baghdad’s funding mechanisms and those who devised 
and run them is critical to grappling with the slew of questions currently troubling the 
international community: 

• How, given the Oil-for-Food program, the world’s largest humanitarian program 
ever, can there remain shortages of basic medicines and foodstuffs? 

• Why has Iraq continually drawn out and obstructed talks with the UN regarding the 
resumption of weapons inspections? 

• How can certain Security Council members be induced not to advocate for Baghdad? 

• Why, and how firmly, have Iraq’s neighbors - and Iraq’s own beleaguered Kurdish 
population - resisted the Bush administration’s call for “regime change” in Baghdad? 

• Why would a palace coup, acknowledged as a militarily efficient way to replace 
Saddam with one of his sons or top officials, not effect real “regime change?” 

• Might more sharply targeted sanctions, focused on constraining the movement and 
freezing the assets of Saddam and his sons and associates, prove more effective at 
strangling his financial capabilities than the current sanctions regime? 

To this final question, it is worth noting that lifting the current UN sanctions program 
would surely rob Saddam of his triumph in the realm of public diplomacy. However, it 
would also entail acknowledgement on the part of the international community that the 
Oil-for-Food program, whether or not it is earnestly enforced, cannot stop Saddam from 
procuring most of what he needs to remain a grave regional and worldwide threat. 
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The Iraqi economy prior to the imposition of sanctions 

Iraq has a state-directed economy, which has allowed its leadership, an extended family 
clique run by Saddam Hussein since the 1970s, to reward its friends and punish its 
enemies. The year 1979, the same year that Saddam proclaimed himself president, 
marked the height of Iraq’s economy, with oil production at 3.5 million barrels per day 
(bpd).' Domestic consumption was 300-350,000 bpd, leaving around 3.2 million bpd for 
export. Oil contributed over 90 percent of all Iraqi exports: the balance included dates, 
sulfur, fertilizer and cement. 

Iraq had developed several export mechanisms for its oil: via pipelines through Syria and 
Turkey to the Mediterranean, via offshore loading terminals in the northern Gulf and by 
pipeline through Saudi Arabia to the Red Sea. The year 1 980 saw the peak of Iraqi hard- 
currency earnings from exports, totaling over $26 billion.^ 

In all, by 1980 Iraq had some $35 billion in hard currency reserves.^ In September of that 
year, hoping to take advantage of the new and insecure revolutionary regime in Tehran, 
Iraq invaded Iran, anticipating a quick war and a rapid expansion of its influence over the 
Gulf region. Eight years later, Iraq's oil infrastructure severely damaged, its reserves 
gone, and now in debt by an estimated $75-80 billion, the war ground to a halt. 

In 1982, after siding with Iran, Syria closed its pipeline. Using force, Iran put the Gulf 
offshore terminals out of commission, and a tanker war erupted, frightening traders away 
from shipping through the Gulf Iraq oil exports plummeted to about one million bpd, 
which brought in roughly $10 billion." 

Iraq reacted by increasing its exports through the Turkey and Saudi pipelines, by setting 
up exports by road through Iordan and Turkey and by redirecting its imports via the 
Jordanian port of Aqaba. By the late 1980s Iraq's oil exports were back over two million 
bpd; but due to the depressed price of oil on the world market, hard-currency earnings 
were still in the $10-12 billion range.^ The end of the Iran-Iraq war heralded the chance 
for a major increase in Iraqi exports to a level far beyond its 1 979 high. But it was not to 
be: Iraq invaded Kuwait in August 1990, and sanctions were imposed immediately. 
Turkey and the Saudis shut down the pipelines. With only Jordan remaining as a 
customer, exports in 1991 were virtually non-existent, less than $400 million.^ 


' Library of Congress, "Iraq: A Country Study,” 1990. 

^ UNCTAD, "Handbook of International Trade and Development Statistics,” 1991. 
’ Library of Congress, "Iraq: A Country Study,” 1990. 

'' UNCTAD, "Handbook of International Trade and Development Statistics,” 1991. 
^ UNCTAD, "Handbook of International Trade and Development Statistics,” 1991. 
‘ UNCTAD, "Handbook of International Trade and Development Statistics,” 1995. 
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1. Exports under the UN Oil-for-Food Program 

Background 

In the wake of the US-led coalition's military action against Iraq in early 1991, Iraq’s 
withdrawal from Kuwait, and the massive violent repression by the Iraqi government of 
uprisings in the north and south, several high-profile international missions visited the 
country to assess the humanitarian situation. The first, in March 1991, was led by Under- 
Secretary-General Martti Ahtisaari and included representatives of many UN agencies. 
In its summary of findings Ahtisaari’s team noted; 

"The recent conflict has wrought near-apocalyptic results upon the economic 
infrastructure of what had been, until January 1991, a rather highly urbanized and 
mechanized society. Now, most means of modem life support have been destroyed or 
rendered tenuous. Iraq has, for some time to come, been relegated to a pre-industrial 
age."’ 

The UN Secretary-General's Executive Delegate, Sadruddin Aga Khan, produced a report 
in July 1991 that led to action by the Security Council. After outlining all the misery of 
the Iraqi people and the imminent catastrophe facing the country, the report noted that 
under current UN resolutions, the Iraqis had the authority to import most of the goods 
necessary to avoid these problems. The mission reported that: 

In most of the cases that came to its attention, problems to date with importing the above 
items had more to do with the financing of such imports than actual prohibitions. * 

The report recommended the establishment of a transparent mechanism that would allow 
Iraq to export a limited amount of oil to pay for humanitarian imports. The Security 
Council promptly passed Resolution 706, authorizing such; but the government of Iraq 
refused to accept the resolution for nearly four years. 

Jordan, pleading particular hardship, was allowed by the UN to continue to import oil 
from Iraq and pay for it with food and medicines, and Iraq also exported sanctions- 
busting oil to Turkey and Iran. During this period from 1991-1996, prior to the start of 
the Oil-for-Food program, trade with these three nations brought between $300 million 
and $1 billion per year into Iraq.* 

Reports continued to chronicle the misery of the Iraqi people. In April 1995, the Security 
Council passed Resolution 986, establishing the Oil-for-Food program. Eighteen months 
of negotiations ensued before the government of Iraq and the UN Security Council could 
come to an agreement regarding the program’s implementation. Finally, in December 
1996, the first oil flowed, and in March 1997, nearly two years after the passing of 
UNSCR 986, the first food purchased through this program finally arrived in Iraq. 


’ UN, "Report to the Secretary-General on humanitarian needs in Kuwait and Iraq," S/2366, March 20 
1991. 

* UN, "Report to the Secretary-General dated 15 July 1991 on humanitarian needs in Iraq," S/22799, July 
15, 1991. 

’ UNCTAD "Handbook of International T rade and Development Statistics," 1 995 and 2001. 
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Every six months Iraq and the UN renew the Oi!-for-Food program. At first, the Iraqis 
were permitted to export only $1 billion worth of oil every 90 days and to import only 
from a highly restricted list of humanitarian items.'® Early in 1998 oil exports were 
allowed to increase to $5.2 billion each six months," and they have been unlimited since 
December 1999." The types of goods allowed to be imported also has broadened to 
include such items as vehicles, spare parts for water systems, electric grids and, finally, 
spare parts for the oil field infrastructure. 

In little more than five years, over $50 billion in oil revenues have passed though the UN 
account, and Iraq’s exports have reached the level attained just prior to its 1990 invasion 
of Kuwait. 

Oil Exporting Procedure'^ 

1. The Iraqi State Oil Marketing Organization (SOMO) proposes a pricing mechanism 
to the UN for the upcoming month, and the UN either accepts or rejects the proposal; 

2. An oil trader negotiates a purchase from SOMO; 

3. UN “oil overseers,” experts with considerable private sector experience appointed by 
the Secretary-General, reject or approve the contract; 

4. “Liftings” are taken from either the offshore port at Mina al-Bakr, at the head of the 
Gulf, or from Ceyhan, the pipeline outlet on the Turkish Mediterranean coast; 

5. After receiving the bill of lading, the contractor makes its payment within 30 days to 
the UN escrow account at the New York branch of the Banque National de Paris 
(BNP). 

Logistics 

Only two ports are authorized to load Iraqi oil under the Oil-for-Food program. Ceyhan, 
on the Mediterranean coast of Turkey, serviced by pipeline from Kirkuk, Iraq, is 
supposed to be the primary port; the secondary port allowed to export Iraqi oil is the 
offshore loading platform at Mina al-Bakr, in the northern Gulf, The other Iraqi offshore 
port in the northern Gulf, Khor al-Omaya, is still unusable due to damage suffered in the 
Iran/Iraq war. Aside from the Jordanian special case, all other routes, including by 
pipeline to Syria, tanker truck to Turkey or Iran, and barge through Iranian or Kuwaiti 
territorial waters, are considered to be violations of sanctions. The UN contracted the 
private Swiss firm Saybolt to monitor the flow of oil under the program.''* Saybolt 
deployed six monitors to the southern port of Mina al-Bakr, and four to the Turkish port 
of Ceyhan. Both ports are accessible to very large crude carriers (VLCC). 

Foreign contracting companies 

From the beginning of the UN's Oil-for-Food program in 1996, the government of Iraq 
has repeatedly stated that it will use its contracting ability, in both oil sales and the 

UN SC Resolution 986, April 14, 1995. 

" UN SC Resolution 1153, February 20, 1998. 

'■ UN SC Resolution 1284. December 17, 1999. 

This is a summary of procedures compiled from the UN's Office of the Iraq Program's website. 
http://www.un.org/Depts/oip/ 

'■* UN, "Interim Report of the Secretary-General on the implementation of Security Council Resolution 986 
(1995),” S/ 1996/978. 


10 



226 


purchase of humanitarian goods, to reward its supporters in the international 
community.'^ Indeed, over the course of five years of oil exports under the UN program, 
the bulk of the contracts have gone to Russian firms, Iraq's most energetic supporter on 
the Security Council. Nevertheless, the largest end-consumer of the Iraqi oil has been the 
United States.’* While the Iraqis have threatened to “blacklist” any companies found 
selling Iraqi oil to the US, in practice they cannot prohibit their oil from ending up 
there.” However, they could and did make sure that at least some of the profits from 
these sales to the US went to “friendly” traders. 

The names of individual companies contracted to purchase oil under the UN program is 
not a matter of routine public record. Nevertheless, some names have come out in the 
press.'* In Phase 1, which started in mid-December 1996, the Turkish refiner TUPRAS 
and the US firm Coastal Oil, a long-time Iraqi customer, led the list, with purchases of 
13.5 and 10.8 million barrels, respectively.'” These two were followed by Russian and 
French firms and another American company. Bay Oil. Phase 1 contracts were also won 
by the Dutch branch of London-based Trafigura, a firm run by one-time associates of 
Marc Rich and trading partners with Slobodan Milosevic’s Yugoslavia.^" 

At least 25 Russian companies have contracted to purchase oil from SOMO. At first, the 
state-owned firm Zarubeshneft coordinated the various Russian interests. But by Phase 6, 
in the second half of 1999, the Russian Ministry of Fuel and Energy had begun to take a 
more direct hand in issuing quotas that recognized the preeminence of both Zarubeshneft 
and of Lukoil, Russia's largest privatized oil company, by according each of these just 
over 20 percent of all Russian oil contracts under the UN program. 

Russia’s quota system lent itself to rewarding patrons. In mid- 1999, for instance, the 
newly installed Energy Minister, Viktor Kaliuznij, retracted Transneft's quota and 
rerouted it to Sibneft, a large shareholder of which had helped Kaliuznij land his job.^' 
Under Minister Kaliuzniji, Zarubeshneft and Lukoil increased their shares from 20 to 
around 30 percent, and Sibneft climbed into third place with about seven percent. The 
oil was not destined for the Russian market, which is awash in its own domestic 
production; rather, it was, and still is, resold to American and European buyers. There is 
also some question about what happened to the money. Early in 2002, the office of the 


Arab Oil and Gas Directory 1999, Arab Petroleum Research Center, Paris, France, p.l72. 

OECD Imports from Iraq, 1990-2000 http;//www.eia.doe.gov/emeu/ipsr/t4 17.txt 
” Nadim Ladki, "Iraq Oil Stays on Hold, Baghdad Wants Surcharge," Reuters, December 1 1, 2000. 

US firms have also contracted directly with Iraq, though linie since Phase 4, in the second half of 1998. 

The UN published the details of the contracts under the first two phases of the program. They have since 
stopped, pointing to the need to maintain the confidentiality of contractual proprietary information. 

’’ "Iraq Approaches Oil Export Limit,” Middle East Economic Digest, January 1 7, 1 997. 

"New twist in SA oil scandal,” The Mail and Guardian, February 23, 2001, and "Trepqa under the Yoke 
of the Serbian Occupier," Kosova Daily Report, October 3, 1996. 

As noted by The Financial Times in June 1999, "It is thought that this was Kaliuznij's way of thanking 
Sibneft's 40 per cent shareholder R. Abramovic for helping him to win the post of energy minister." 

More recently there has been some question as to just how much sway the Russian ministry has over the 
process. According to one account, Iraq is no longer blindly adhering to the Russian ministry’s 
recommendations. See Platt's, March 19, 2002. 
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Russian prosecutor-general began investigating the whereabouts of up to $15 billion in 
proceeds that Russian companies generated from the Iraqi trade."^ 

Allegations regarding extensive kickbacks exacted by members of the regime in Baghdad 
(described in detail below) prompted Western major oil companies to withdraw from 
contracting directly with the government of Iraq. Since the beginning of Phase 9 in early 
2001, the place of the majors has been taken by a host of smaller firms, many of which 
are not known for trading in oil.^'' Some of these companies are legitimate businesses, 
albeit not in the oil sector, such as Thailand's rice-exporting Chaiyapom, Jordan's Middle 
East Advanced Semiconductor or the Jordan Grain Company; others have little business 
background, such as the Russian government's humanitarian agency, Emercom, or the 
Concern Regions of Ukraine. A host of firms, many unknown and registered in such 
lightly regulated countries as Liechtenstein, Cyprus and Panama, round out the list. Of 
these firms the Russian humanitarian agency Emercom has recently become the largest 
contractor of Iraqi oil under the Oil-for-Food program, having agreed to purchase 12 
million barrels in July 2002, a volume believed to be twice that of any other recent 
contract.^^ According to unnamed Western diplomats, Emercom is making kickbacks to 
the Iraqis through a Jordanian bank account. Emercom strongly refuted the allegation, 
claiming the firm had been awarded the contract as a result of its humanitarian work.^^ 

Clawbacks, kickbacks and retroactive pricing 

A kickback is the payment of a minor portion, usually five to ten percent, of the price of a 
good by one party in a transaction with another. It is a form of bribery or extortion that is 
tolerated by the party making the kickback so as to clinch a deal. The recipient is usually 
a government official in position to either block or facilitate the transaction. Kickbacks 
have been a hallmark of trade with the regime of Saddam Hussein since its grasp of 
power in the late 1970s. While the practice has usually been associated with weapons 
procurement, it was also a regular feature of the Reagan administration’s agricultural 
support program to Iraq, as administered by the US Department of Agriculture's 
Commodity Credit Corporation (CCC). In this guise it was known as “after sales 
service.”^’ The latest incarnation of Saddam’s kickbacks, bringing in up to $275 million 
to the Iraqi regime, became publicly known in November 2000, as part of a complex 
scheme of price manipulation within the Oil-for-Food program. 

In the world market setting the price of oil between a producer and a buyer is fraught 
with numerous complications and influenced by a myriad of factors. Political 
calculations, differences in crude grading, technical refining capacities, and trading in 


“ "Russian prosecutors to investigate Iraq oil deals,” Alexander's OH & Gas Conneclions, January 11, 
2002, Source: Energy24. 

"Small traders dominate Iraqi oil customer list,” Reuters, January 25, 2002, and Arab Oil and Gas 
Directory 2001, Arab Petroleum Research Center, Paris, France. 

“ "Russia 'giving illegal millions to Saddam for trade deals,’ " The Guardian, August 20, 2002. 

“ Ibid. 

Alan Friedman, Spider'sWeb: The secret history of how the White House illegally armed Iraq, Bantam 
Books, NY, 1993, and Peter Mantius, Shell Game: A true story of banking, spies, lies, politics and the 
arming of Saddam Hussein, St. Martins Press, NY, 1995. 


12 



228 


futures and other derivatives must all be juggled.^* Free-market mechanisms rarely come 
into play. In 1996 the UN, in establishing the procedures for its Oil-for-Food program, 
came up with a novel method of establishing the price for Iraqi oil sold under the 
program. 

Toward the end of each month SOMO, Iraq’s state-owned oil marketing firm, presents 
the UN with a proposed price for the next 30 days. Although the UN Sanctions 
Committee, a Security Council body, has the discretion either to accept or reject these 
pricing proposals, until late 2000 the Committee almost always accepted the Iraqi 
proposals.^^ To apprise the Sanctions Committee of the intricacies and possible 
machinations inherent in the international crude oil trade, in 1 996 the Secretary-General 
appointed four “oil overseers” to assess and approve contracts for the purchase of Iraqi 
oil. The first four overseers were from Russia, the US, Norway and France.^® Over the 
next couple of years, three of the four resigned, leaving in place only the Russian 
overseer, Aleksandar Kramar. The Sanctions Committee locked horns on approving 
replacements: China insisted that its nominee should be approved, and the US 
disagreed.^' In this high-profile hot spot, from July 1999 until August 2000, Mr. Kramar 
was the sole UN oil overseer.^^ Finally in August 2000, the Sanctions Committee 
managed to agree on the nationality and personality of two new overseers and appointed 
Michel Tellings from the Netherlands and Morten Buur-Jensen of Denmark.^^ 

In November 2000 the Iraqi government opened a new front in its ongoing campaign to 
erode and avoid the UN sanctions when it declared that surcharges were to come into 
effect on oil export contracts and humanitarian goods imported under the Oil-for-Food 
program. The Iraqis’ first tack was to request that the UN transfer, from its BNP account, 
1.5 Euros per barrel to an account controlled by the Iraqi Central Bank.^'* This money, 
the Iraqis claimed, was needed to cover costs associated with oil production and 
transportation. As might have been predicted, the UN Sanctions Committee did not agree 
to this plan. So Baghdad tried a different approach; all oil contractors, the Iraqis 
announced, would now have to pay a $0.50-per-barrel surcharge directly to the 
government of Iraq over and above the money paid into the UN escrow account.^^ In 
order to make this self-styled production tax cost-effective in the highly fluid oil trading 
market; the Iraqis attempted to set their prices below market rate. Again, the UN 
Sanctions Committee balked. 


28 „Q-i Regimes," speech delivered by Professor Robert Mabro, Director, Oxford Institute for 

Energy Studies, at the OPEC/CWC sponsored seminar on "OPEC and the Global Energy Balance,” held in 
Vienna on 28-29 September. Middle East Economic Survey, Oct 8 200 1 . 

” The only exception occurred in July 1998, when, in a hint of things to come, the US objected to a pricing 
proposal, calling it too low. 

“ "U.N. Sanctions Committee Selects Overseers," August 20, 1996, UN Press Release SC/6255. 

"Saddam's Phantom Funds,” Platt's Global Energy Business, January/February 1999. 

Daily Press Briefing of Office of Spokesman for Secretary-General, August 1 1, 2000. 
http;//www.un.org/News/brieflngs/docs/2000/200008I I.dbOSI lOO.doc.htm! 

"Iraq asks UN for control over some of its oil revenues,” Reuters from Newspage, November 9, 2000. 
"SOMO’s Customers In Turmoil Over New Premium," Middle East Economic Survey (MEES), 
November 20, 2000. 
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In late November 2000 the Sanctions Committee rejected Iraq’s price for December oil. 
In response, the Iraqis stopped loading tankers. Two other factors influenced the 
decisions of both the UN and the Iraqis. First, the UN’s BNP account at the time still 
held some $5 billion in uncommitted funds, so the contracting of humanitarian shipments 
would not be affected by a short halt in revenue flow.^'’ Second, the Iraq-Syrian pipeline 
had begun carrying Iraqi oil for the first time in nearly 20 years, meaning that Iraq had 
another potentially lucrative market for its production. Because the Syria-bound oil was 
and is sold outside of the Oil-for-Food program, the proceeds from these sanctions- 
busting sales bypass the UN's BNP bank account and go straight into Iraqi coffers. 

The Iraqi government treated the period of the shutdown, which lasted from December 1 - 
12, 2000, as a forum for business negotiations. At one point the Iraqis reduced their 
surcharge demand, which oil companies were now openly calling kickbacks, to 40 cents a 
barrel.^' On December 1 1 the UN Sanctions Committee approved the proposed Iraqi 
pricing mechanism for December at a discount of 30 cents per barrel below market rates. 
Oil analysts, though, still thought the price too low, as apparently did the UN's new team 
of oil overseers, who told the Committee, during another wave of disputes in September 
2001, that a nickel a barrel would have been a reasonable premium for these traders and 
ample recompense for the amount of work and risk involved.^* 

The major oil companies agreed. Even with UN approval of a price so discounted that a 
surcharge/kickback would not render the purchaser non-competitive, all the major 
companies, including those from such friendly nations as Russia, China and France, 
refused to handle Iraqi oil under these conditions.” Instead, it was left to minor traders, 
so-called nameplate companies, from Liechtenstein, Belarus, Cyprus, Panama and others 
to contract the Iraqi exports. These contractors, however, have never been the end-users. 
Rather, the purchasers include a host of firms, some of which are full-service oil 
companies, but most of which act purely as brokers. According to the minutes of a UN 
Sanctions Committee meeting, these ". . . contract holders ... the middlemen (a unique 
simation in Iraq). . . carried no risk and made no investment."'"’ 

But these firms, mostly inexperienced in the complexities of oil trading, began to default 
on contracts. Western companies such as Bayoil, Vitol and Taurus stepped in to help 
settle a chaotic market by buying up Iraqi oil, possibly even at a loss.'*' Ensuing major 
contracts went to less well-known enterprises with links to these major traders.'*^ The 
Iraqis, ever sensitive to their foreign contractors’ bottom line, also fell in step with the 
UN's agreed-upon pricing and cut the surcharge to 30 cents for shipments to Europe and 


“ Arab Oil and Gas Directory 2001, Arab Petroleum Research Center, Paris, France, p.l75. 

” Nadim Ladki, "Iraq Oil Stays on Hold, Baghdad Wants Surcharge,” Reuters, December 1 1 , 2000. 

http://www.un. int/france/documents_anglais/0 1 0924_cs_presidence_resume.htm 
” Carl Mortished, "Oil boycott over Iraqi 'breach of UN scheme,'" London Sunday Times, January 7, 200 1 , 
and Arab Oil and Gas Directory 2001 , Arab Petroleum Research Center, Paris, France. 

Meeting of UN Security Council Committee 661, August 27, 2001 . 

■" Arab Oil and Gas Directory 2001, Arab Petroleum Research Center, Paris, France. 

" Ibid. 
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25 cents for shipments to the US. Iraq reportedly even offered rebates to those 
eontractors who had paid 40 cents over the previous couple of weeks.'*^ 

Given these solicitous overtures from the Iraqis, the major companies' lockstep boycott of 
Iraqi exports began to crumble. BP and Exxon astonished the other majors by resuming 
purchases from middlemen of Iraqi crude in mid-January 200 1.'*^ Both firms claimed not 
to have paid kickbacks, to have bought from reputable dealers from whom they exacted 
contractual stipulations that they, too, had not paid kickbacks. However, if these 
reputable dealers had in turn bought the oil from nameplate companies which had paid 
kickbacks, the turnover of the oil, at least on paper, provided the end-users with enough 
distance from the illegal payment for the kickback to become incorporated into the final 
price. 

In any case, no analyst doubts that, at least during this period of time, kickbacks or 
surcharges paid to the Iraqi government were the norm. Indeed, the Wall Street Journal, 
in a carefully researched article, recently reported that every barrel of Iraqi oil sold is 
subject to kickbacks.'*^ At 30 cents per barrel — the average determined by the UN oil 
overseers to have been paid since December 2000'**’ — the Iraqis would have made $175 
million from the winter of 2000 through the fall of 2001, when the Sanctions Committee 
instimted new measures to hamper the kickbacks.'*’ 

In August 2001, after another stoppage of exports by Iraq due to a pricing dispute, Britain 
suggested reducing the Iraqis’ ability to manipulate pricing by shortening the pricing 
cycle from 30 days to 10. After some hesitation over fears that an abbreviated cycle 
could inflict undue disruption in world oil markets, the US agreed to back the UK’s 
revised proposal of a 15-day pricing cycle. Russia objected, claiming that 15 days would 
still disrupt the market.'** Nevertheless, the Sanctions Committee continued to battle the 
kickback scheme. 

By the end of 2001, through the US’s use of holds on the pricing mechanism, the system 
had been transformed into a retroactive pricing mechanism. Under this arrangement, 
which, as of this writing, still holds, a contractor buying Iraqi oil does not know how 
much he will have to pay for the crude until after he has delivered it to a refinery. 
According to the Iraqis, the Russians and many trading companies, this retroactive 
pricing or “blind-purchase” system has resulted, not surprisingly, in a dearth of buyers.'*^ 
Indeed, since the adoption of this pricing mechanism and the feverish speculation over 

"Iraq finds way to regain direct control over oil export revenues," Reuters via Newspage, February 1 , 
2001 . 

■“ "BP and Exxon buy cargoes of Iraqi crude oWJ Alexander’s OH and Gas, February 8, 2001, source Times 
Newspapers Ltd., January 16, 2001 . 

Alix M Freedman and Steve Steeklow, "How Iraq Reaps Illegal Oil Profits,” Wall Street Journal, May 2, 
2002. 

http://www.un.int/france/documents_anglais/010924_cs_presidence_resume.htm 
The Wall Street Journal article (cited above. May 2, 2002), using estimates from UN officials, puts the 
figure at $300 million. 

■'* Colum Lynch, "U.S. Supports Britain in Move To Tighten Pricing of Iraqi Oil," Washington Post, 
August 25, 2001. 

* "New pricing hurting Iraqi oil exports," Reuters, February 28, 2002. 
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the last few months regarding possible US military action against Iraq, exports under Oil- 
for-Food have dropped off by more than 40 percent. In recent months an effort has been 
made by the UN Security Council to push Iraq to eliminate the kickback scheme. In 
early June, supposedly due to a shortage of buyers under the Oil-for-Food program, Iraq 
reduced its kickback rate from 30 to 15 cents per barrel.^'’ 

Although the kickback is denominated in dollars, the Iraqis insist that payment through 
the UN's BNP escrow account is transacted in euros. This demand, to which the UN 
acquiesced with little debate, was made in October 2000, coincident with the kickback 
demand, and began to be implemented in December of that year.^' While the UN's Oil- 
for-Food program agreed to facilitate the change, and the UN Security Council approved 
it, the UN treasurer Suzanne Bishopric warned that the move would not be in the 
financial interest of the program. She estimated that the cost to the program over the first 
year would be at least $270 million, of which $185 million would come from lost interest 
payments, due to lower rates for euro deposits, and $83 million in lower revenue, as the 
price of oil would have to be discounted at least 1 0 cents per barrel for buyers to cover 
the added costs of dealing in euros.“ 

The Iraqis claimed that their action was purely political, in that they no longer wished to 
support the currency of their enemy and hoped to further drive a wedge between the US 
and Europe over policy towards Iraq. However, Iraq missed a follow-up opportunity 
when it failed to insist on converting the $10 billion sitting in the UN escrow account into 
euros. Having done so might have had some impact upon global exchange rates and set 
off a chain reaction that may actually have proven detrimental to the dollar.*^ But since 
the Iraqis didn't make this move, the rationale for the switch to euros may relate instead 
to their kickback scheme - that is, the Iraqis may have hoped to further muddy the waters 
and obscure the pricing mechanisms so as to facilitate the kickbacks. It may be purely 
coincidental, but the $270 million in estimated annual losses to the Oil-for-Food program 
made in October 2000 is strikingly close to the reported estimate of how much Saddam is 
likely to have made from kickbacks over the same period, that is, $175-300 million. 

Consuming nations 

The US Department of Energy tabulates the amounts and destinations of the UN- 
approved exports, nearly all of which go to OECD countries. From Phase 1 of the Oil- 
for-Food program, which ran from December 1996 to May 1997, through Phase 10, 
which ended in December 2001, non-OECD countries have steadily bought 200,000- 
350,000 bpd. The vast bulk of the exports, up to two million bpd, have gone to OECD 
countries.^'* 

The US has always topped the list of end-consumers. The other major importers of Iraqi 
oil under the Oil-for-Food program have been France, Spain, Italy, Netherlands, Turkey 

Peg Mackey, "Iraq Cuts Kickbacks to Boost UN Oil Sales,” Reuters, June 6, 2002. 

’’ "U.N. to let Iraq sell oil for euros, not dollars,” CNN from Reuters, October 30, 2000. 

Report of Suzanne Bishopric, UN Treasurer, to the 661 Sanctions Committee on 26 October 2000. 

’’ Charles Recknagel, "Iraq: Baghdad Moves To Euro,” Radio Free Europe/Radio Liberty (RFE/RL), 
November 1 , 2000. 
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and Japan. In 1997, the first year of the program, the US took only 13 percent, though it 
was still the largest end-user. By 1999, the US portion had climbed to 35 percent, and 
since September 1 1 the US has been purchasing well over 50 percent of all the Iraqi oil 
sold under the Oil-for-Food program.^^ 

In numbers of barrels, the figures look like this: from the beginning of the program in 
December 1996 until July 1998, US monthly imports grew to just under nine million 
barrels of Iraqi oil, roughly 2.3 percent of all US oil imports. A sharp increase the 
following month brought the total to just over 22 million barrels, or 6. 1 percent of all 
imports, with Exxon and Chevron responsible for the bulk of the increase. As a result, 
Iraq moved from being the US’s twelfth largest petroleum supplier to being its sixth 
largest.^* 

September 2001 saw another sharp increase in US imports of Iraqi oil, this time, to 38.2 
million barrels.^’ Iraq was now providing over 10 percent of US oil imports and had 
climbed over Nigeria to become the fifth largest exporter to the US, with only Canada, 
Mexico, Venezuela and Saudi Arabia providing more. (Since 1998, the increase in 
exports from Iraq has been offset by cutbacks in purchases from Venezuela, Saudi 
Arabia, Nigeria and Angola.) 

It is not clear why the US purchased such large quantities of Iraqi oil in the wake of 
September 1 1 and amid the heightened threats toward the Baghdad regime emanating 
from Washington. It could be that the Iraqis, fearing they may be blamed for September 
11, sought to tone down criticism and hence began sending more of its oil through the 
UN channel rather than through one of its sanctions-busting routes. Recognizing this, US 
authorities may have encouraged domestic refiners to absorb this extra capacity, in the 
interests of putting as much of the resulting revenue through the UN-scrutinized bank 
account as possible. 

Since the start of 2002, apparently due to the retroactive pricing mechanism, the Iraqi 
exports under the Oil-for-Food program have declined dramatically to about one million 
bpd. While US imports have now dropped off due to the decline in Iraqi exports, 
Europeans consumers have almost totally curtailed their purchases. Therefore, for 
January-March 2002, the percentage of Iraqi exports bought by the US increased to over 
two-thirds of all Iraqi exports under the UN program.** In June 2002 US imports of Iraqi 
oil plummeted. Iraq fell to 14* place in exports of crude to the US, accounting for less 


OECD Imports irom Iraq (Most Recent 12 Months), http://www.eia.doe.gov/emeu/ipsr/t314.txt 
“ http;//www. eia.doe.gov/oil_gas/petroleum/data_publications/eompany_level_imports/cli.html 
” Ibid. 

’'http://www.eia.doe.gov/pub/oil _gas/petroleum/data_publieations/company_level_imports/historical/2002/ 
2002_03/data/import.xls. In late March 2002 Senator Frank Murkowski (R-Alaska) proposed a ban on all 
Iraqi oil imports. “Remember, this isn’t ‘oil-for-food,” he told his colleagues; “Smuggled oil is ‘oil for 
terror.’” Murkowski argues that America’s ill-advised dependency on Iraqi oil is an important justification 
for drilling in the Arctic National Wildlife Refuge. In his proposal, Murkowski would lift his ban on all 
purchases of Iraqi oil only when UN weapons inspectors have verified that Iraq is cooperating with the 
weapons inspection regime. 


17 



233 


than 1 .5 percent of all US crude exports for that month.*’ While many analysts credit the 
retroactive pricing scheme with undercutting the market, a combination of the bad press 
generated by the large US imports, congressional pressure, and the major oil companies 
not wanting to be dependant on Iraqi supply should war break out, may also explain the 
reduced US imports. 


II. Imports Under the Oil-for-Food Program 

Background 

The UN Oil-for-Food program began with the passing of UN Security Council 
Resolution 986 in April 1995. But because of disputes on how it was to be implemented, 
the first oil exports did not begin until December 1 996, and the first humanitarian goods 
did not arrive until March 1997. Since then, the quantities and variety of goods labeled 
humanitarian have grown steadily, and in June 1998 the program was expanded to 
include the importation of spare parts for the Iraqi oil industry. From the first exports of 
Iraqi oil under the UN Oil-for-Food program in December 1996 until the end of August 
2002, over $56 billion in revenues have been received by the UN escrow account at the 
New York branch of the Banque National de Paris (BNP).*° Of this, over $36 billion has 
been contracted for the supply of humanitarian goods, including just over $3 billion 
contracted for oil field spares and supplies. Of the $36 billion total, only about $24 
billion worth of humanitarian goods and $1.4 billion of oil spares have actually been 
delivered, with the rest in production or pending delivery. About $4.2 billion worth of 
contracts have been placed “on hold” by the Sanctions Committee because they involve 
supplying Iraq with materials suspected of having dual-use capabilities; another S2 
billion remains available for further contracts. 

Upon receipt of funds from a contractor, BNP, following UN Security Council 
resolutions, divides the money into sub-accounts as detailed below. It is worth noting that 
neither the Iraqi government nor the Kurdish govemorates receives cash. Both 
governments, with the assistance of the UN, produce lists of needed goods. The Iraqi 
government is responsible for contracting for both the 59 percent and 13 percent accounts 
- that is, the Iraqis negotiate with foreign suppliers not only for all goods and delivery 
destined for areas under Baghdad’s control, but also for the areas under the control of the 
Kurdish authorities. Still, the UN authorizes the dispersal of cash from the BNP account. 

The funds are allocated according to the following formula: 

1. 59 percent goes toward humanitarian goods for Central and South Iraq (areas under 
the control of the Iraqi government). The original 53 percent figure was increased to 
59 percent in October 2000; 


^^http://www.eia.doe. gov/pub/oil gas/petroleum/data publications/company level imports/current/data/im 
port.xls 

“ http://www.un.org/Depts/oip/ 
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2. 13 percent is allocated for the three northern govemorates that are under the control 
of the Kurdish Regional Government; 

3. Costs for spare parts for the oil industry come proportionally from the 59-percent 
(Baghdad) and 13-percent (Kurdish) accounts; 

4. 25 percent goes toward compensation claims stemming from Iraq’s invasion of 
Kuwait, as per UNSC Resolution 687 and 705. The Geneva-based UN Compensation 
Committee processes claims and makes the awards. This figure was originally 30 
percent but was reduced to 25 percent, with the difference going to the 59-percent 
allocation for humanitarian goods;^’ 

5. 2.2 percent goes to the UN and its agencies for the costs of administering the 
program, though some of these funds deemed surplus are transferred to the 59-percent 
account; 

6. 0.8 percent covers the cost of weapons inspections by United Nations Special 
Commission (UNSCOM), now United Nations Monitoring, Verification and 
Inspection Commission (UNMOVIC); 

7. 1 percent goes to the administration of the BNP bank account; 

8. Turkey receives transit fees for the use of its pipeline, which thus far have yielded 
nearly $1 billion for the Turkish state-owned pipeline company, BOTAS. 

Procedure 

Until May 14, 2002, the supply of humanitarian aid and oil field spares works as 
follows:^^ 

1 . The Iraqi government submits a distribution plan for each six-month phase to the UN 
Secretary-General, outlining in considerable detail the goods needed and where they 
will be distributed. This plan incorporates the program for the northern Kurdish 
region; 

2. In a letter to the Security Council, the Secretary-General then approves the Iraqi plan, 
often with caveats and/or criticisms of the plan or the implementation of the previous 
plan; 

3. The Iraqi government then contracts with foreign suppliers for the goods itemized in 
the plan; 

4. The supplier then submits the contract and supporting technical documentation to the 
Office of the Iraqi Program (the OIP) at UN headquarters in New York. These 
submissions are made through suppliers’ home governments’ permanent missions to 
the UN; 

5. Once the OIP has approved an application, it is passed on to the UN Sanctions 
Committee, which consists of all Security Council members and is responsible for 
determining whether the proposed imports could be used to build, disseminate or in 
any way facilitate Iraqi production of weapons of mass destruction. If any single 
member disagrees, an application can be put on hold. Since early 2000, many goods 

That figure may decrease even ftirther, as more firms, after being threatened by the Iraqi government 
with the loss of its business, drop their Gulf War-related claims against Baghdad in the interests of 
retaining or increasing market share. (Steve Stecklow and Alix M. Freedman, “Iraq presses firms to forgo 
billions: Companies quietly drop war-reparations claims,” Wall Street Journal, June 19, 2002.) 

“ This is a summary of procedures compiled from the UN's Office of the Iraq Program's website. 
http://www.un.org/Depts/oip/ 
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no longer require Sanctions Committee approval but instead are approved by the OIP 
under a “fast-track” procedure; 

6. Upon approval by the Committee or under the fast-track procedure, the OIP issues a 
letter both to the relevant permanent Mission and to the Iraqi government; 

7. The government of Iraq then requests the BNP’s New York branch, which holds the 
UN escrow account for the Oil-for-Food program, to issue a letter of credit to the 
supplier; 

8. The supplier commences implementation of the contract; 

9. Upon delivery of the goods at one of four [five as of June 22, 2002] entry points into 
Iraq, UN inspectors check the shipment and, if correct, issue an authentication notice 
back to UN headquarters; 

10. The OIP then authorizes the BNP to make a payment to the supplier. 

On May 14, 2002, the Security Council unanimously approved UN Resolution 1409, the 
revised or so-called “smart sanctions.”*^ From now on, after approving a contract, the 
OIP will pass the application to the United Nations Monitoring, Verification and 
Inspection Commission (UNMOVIC) and the International Atomic Energy Agency 
(IAEA). Should UNMOVIC or the IAEA determine that among the goods proposed on 
the application are potential dual-use items that appear on a carefully drawn-up “Goods 
Review List (GRL),” the application is to be forwarded to the Sanctions Committee with 
an "assessment of the humanitarian, economic and security implications, of the approval 
or denial of the GRL item."^‘* For applications in which no GRL items are found, or for 
those portions of an application devoid of GRL items, the Sanctions Committee now has 
no role to play. This change essentially does away with the need for a distribution plan. 
Iraq can now produce and sell as much oil as it wishes and spend the money on what it 
sees fit. The continued involvement of the UN is to insure that the goods are not on the 
GRL list and to course the funds through the UN account. 

Resolution 1409 was not designed to further interdict the financial revenue accruing to 
Saddam and his sons. From all appearances, the new sanctions regimen will actually 
weaken international control and facilitate increased hard-currency opportunities for the 
Hussein regime in two ways. First, all efforts to increase international monitoring or 
oversight of sanctions-busting trade with Iraq were abandoned in the course of 
negotiations leading to the passage of this resolution.*’^ With no new incentive for 
neighboring states to tighten their sanctions-busting trade,*’*’ Turkey, Syria, Jordan, Iran 
and the Gulf states will likely view this resolution as a “green light” to continue and 
expand their bilateral trade with Iraq. Second, the streamlined procedures will make it 
much easier for Iraqi officials to insist upon kickbacks on contracts supplying goods to 
the Oil-for-Food program. While some claim that this system has long been in place to a 


http://viTvw.un.org/Depts/oip/background/scrs/scrl409.pdf The changes to the original procedures as 
described above are mainly in Points #5 and #6. 

“ Ibid. 

United States General Accounting Office, "Weapons of Mass Destruction; U.N. Confronts Significant 
Challenges in Implementing Sanctions against Iraq,” May 2002, p.23. 

“ Victor D. Comras, " Shoving Saddam Back in His Box,” Washington Post, December 31, 2001. 
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level of five percent on each contract,*’ with the UN oversight procedure now focused 
solely on dual-use items, little if any effort will be spent on preventing contract-related 
kickback arrangements. 

The Kurds are also in a weaker position due to Resolution 1409, for while oversight on 
Iraqi importing processes has been eased, the Kurds’ dependence on Baghdad remains. 
Although the Iraqis can import whatever they wish, the Kurds must still appeal to 
Baghdad to contract and transport their 13 percent of the goods. Should the Iraqis 
continue to be intransigent, contract substandard goods at high prices and foster 
significant delays, the Kurds have no recourse. The UN, to which they have appealed in 
the past, has even less bite. 

Logistics 

The UN and the Iraqi government have agreed to five ports of entry, of which three were 
in the original agreement — Trebil, Jordan; Zakho, Turkey; and Umm Qasr, Iraq in the 
Persian Gulf The others, A1 Waleed, in Syria, and Ar'ar, Saudi Arabia, were added later. 
Umm Qasr is a seaport at the head of the Persian Gulf; the other four are road ports. The 
UN has stationed independent monitors at the ports. Lloyd's Register was originally 
contracted to staff these positions but was replaced in February 1999 by the Swiss firm, 
Cotecna. These monitors must authorize all shipments into Iraq before a supplier can 
receive payment. The monitors do not inspect every cargo that enters Iraq, only those 
that wish to be paid for their goods via the Oil-for-Food program.** "Only one out of 20 
trucks [is] checked at the Jordanian border; at the Turkish border it is one in 200."*’ 

Transport by sea to the ports of Aqaba, Jordan or Umm Qasr are handled by a variety of 
commercial shipping agents, largely from Jordan and the UAE. Several transport 
companies, mostly joint ventures with the Iraqi government or Iraqi firms, have been set 
up to handle the trucking from Aqaba to Baghdad. Inside Iraq it is the responsibility of 
the government to transport, warehouse and distribute the goods in the central and 
southern areas under its control. 

The infl'astructure deficiencies in the Iraqi transport system were noted as long ago as 
early 1991.’° Since Phase 1 of the Oil-for-Food program, hundreds of millions of dollars 
have been allocated for purchase of vehicles and spares, but it is unclear how many have 
actually been delivered.” The US claims that hundreds of those that have been delivered 
have not been deployed for humanitarian work but rather have been requisitioned for use 
by the Iraqi military.” 


United States General Accounting Office, "Weapons of Mass Destruction: U.N. Confronts Significant 
Challenges in Implementing Sanctions against Iraq,” May 2002. 

http://www.un.org/Depts/oip/cpmd/aulhenlication.html, and Gary Milholin and Kelly Motz, "Shopping 
with Saddam Hussein," Commentary, July-August 2001. 

"Preparing to do business with Iraq,” BBC News, Middle East, March 5, 2001 . 

™ Report to the Secretary-General on humanitarian needs in Kuwait and Iraq. S/2366 March 20. 1991. 

http://www.un.org/Depts/oip/ The site has detailed “distribution plans” ” in fact, Iraqi shopping lists -- 
for Phases 5-11. 

"US Sat Recon Upstages UN-Iraq Talks,” AFF, March 6, 2002. 
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Relations between the Iraqi government, BNP and the UN 

The Banque National de Paris (BNP) was chosen in consultations between the 
Government of Iraq and the UN secretariat to handle the revenue from the Oil-for-Food 
program.’’ Relations between the Iraqi government and both the UN and BNP have 
often been acrimonious, with particular difficulties arising over delays in issuing letters 
of credit. The Central Bank of Iraq has criticized BNP for dragging its feet both on 
issuing letters of eredit and paying suppliers.’^ However, as the Executive Director of the 
UN’s Office of the Iraqi Program, Benon Sevan, has pointed out, it is first up to the Iraqis 
to issue requests, based on signed contracts with suppliers, before the UN can authorize 
BNP to issue letters of credit. In his reports Mr. Sevan has declared that the Iraqis were 
extremely tardy in furnishing the stipulated requests. More than $1 billion, and at times 
considerably more, usually sit untapped in the BNP account because of these Iraqi 
government delays.” 

While the UN has managed to weather that complaint, the Iraqis seem to be making 
headway with regard to another of their grievances. As part of their criticism of the 
banking arrangements, the Iraqis have said that the sheer volume of money, as well as the 
complications inherent in the convoluted sanctions mechanism, have overwhelmed BNP's 
ability to function efficiently. The UN responded by suggesting that Swiss and Swedish 
banks may be used to lighten BNP’s administrative load, and the Iraqis parried with 
requests for an even wider distribution of banking services.’^ In late January 2002, the 
UN received final bids for banks other than BNP to provide services under the Oil-for- 
Food program. One week later, the UN issued letters of intent to pursue negotiations 
with Credit Agricole of France; Deutsche Bank and Hypovereinsbank of Germany; 
Banco Bilbao of Spain, Rabobank of the Netherlands and Switzerland’s Credit Suisse 
Group, as well as BNP-Paribas. Such broad diversification will likely facilitate Iraq’s 
manipulation and abuse of the system as it plays one bank off against another.” As of 
the end of May 2002, the UN had entered into negotiations with the new banks, with the 
expectation that the requested diversification would soon be implemented.’* 

The Kurds as well as the Iraqis also complain about the interest accrued on unspent 
funds. For a variety of reasons, funds accumulate in the UN's BNP account. At times it 
has reached the astronomical amount of over $10 billion. According to the UN treasurer, 
as of October 2000, $541 million in interest had been generated and been ploughed back 
into the account for further purchase of humanitarian supplies.’^ Nevertheless, both 
Iraqis and Kurds complain about the lack of transparency in the method of handling the 

The interim report of the Secretary-General on the implementation of Security Council resolution 986 
8/1996/978,(1995). 

"Iraq in talks with UN to spread UN-controlled oil revenues," Alexander's Oil and Gas from AFP, May 
8 , 2001 . 

Briefing by the Executive Director of the OIP to the Security Council, February 26, 2002, 
http://www.un.org/Depts/oip/background/latest/bvs020226.html 

” "UN worried about unspent Iraqi oil revenues in one French bank,” AFP, November 17, 1999. 

” Carola Floyos, “Banks compete over Iraq contract,” Financial Times, February 19, 2002: "It will be 
easier for the Iraqis to play games and abuse the system after the diversification than it is now. When you 
are a customer of several banks you have more power than when you are the customer of just one bank.” 

’* UN OIP, Note By the Office of the Iraqi Programme, May 24, 2002, 

” Report of Suzanne Bishopric, UN Treasurer, to the 661 Sanctions Committee on 26 October 2000. 
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interest, while the Kurds continue to insist that they are not receiving their 13 percent 
share. 


The Major Traders^ 

By Country 

Over the first seven phases of the program, from December 1996 to May 2000, France 
and Russia garnered more contracts than any other countries, worth about $2 billion each. 
In each of the first three phases, Australia, thanks to wheat sales through the Australian 
Wheat Board, was among the top three sellers, with over $100 million per phase. More 
reeently, Australia has again been exporting major amounts of wheat, building up to 
some $420 million in 2001.*' China has steadily increased its market share, often pulling 
down third place in the rankings per phase. 

Despite their refusal to sell oil to their enemies, aside from the US's Coastal Oil and some 
little known UK firms, the Iraqis have offered to include US and UK firms on the 
humanitarian supply side, but neither country has encouraged its companies to be major 
contractors.*^ In total, the US has only $220 million worth of business contracted, the 
bulk of which came in the first two phases; the UK has just over $130 million, spread 
across the first eight phases. 

In the second half of 2000, because France only went so far as to advocate for reforming 
the UN sanctions rather than for Iraq's preferred option of lifting them entirely, French 
companies saw their market share slashed dramatically, from nearly half a billion dollars 
in Phase 7 to just over $150 million in Phase 8. Russia and China also suffered major 
cuts. The beneficiaries of these cuts were Arab nations: Egypt, Jordan, Tunisia, Syria and 
the UAE. The Iraqi government had shifted strategy, from cozying up to Security 
Council members toward cultivating Arab brethren.*^ 

Egypt and Jordan were always among the top 1 0 exporters per phase. *'* But with Phase 7 
(first half of 2000), their exports saw a sharp rise, in Egypt's case doubling to $570 
million. The Iraqi trade minister claimed that by the end of 2002 Iraq would have 
imported $3 billion worth of goods from Egypt.*^ Also during Phase 7 Tunisia showed a 


Except where otherwise noted, the following analysis is based upon information inadvertently released 
by the UN in February 2001. The UN's Office of the Iraqi Program, in the interest, OIP officials claim, of 
protecting proprietary information, does not normally disclose the names of companies that have contracts 
with the Iraqi government. 

*' "Farmers say government's hard line on Iraq is hurting exports," Associated Press (AP), August 1 1 , 2002. 

"Iraq happy to see so many firms interested to supply spare parts," Alexander's OH and Gas from 
Associated Press (AP), September 25, 1999. 

Nevertheless, to keep the Russians, Chinese and French on board, the Iraqis continued to dangle post- 
sanctions oil field concessions for which the Arab oil companies lack the necessary capital and technology. 
“ Jordan also exports to Iraq $300-400 million annually outside of the UN program, as payment for cut-rate 
oil. See below. 

** "Egypt exports to Iraq to reach three billion dollars by end-2002: minister," AFP, February 25, 2002. 
This effective piece of propaganda leaves the reader believing that this is the level of annual trade, when in 
fact it is the total trade since 1996. 
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dramatic rise, exporting almost $400 million in the course of the year 2000. The UAE's 
exports, which had been growing steady since late 1998, nearly tripled during the second 
half of 2000, to over one-half billion dollars. Many of the goods were re-exports — that 
is, Arab trading companies were selling goods they had purchased elsewhere, mostly 
from Europe. Turkey also began increasing its exports in the year 2000, but not in such 
dramatic fashion as would be expected from a neighboring state with a competitive 
manufacturing industry. Of course, Turkey does export huge amounts to Iraq — just not 
through the Oil-for-Food program. The two neighbors’ illicit trade is carried out openly 
at the Habur border crossing, which at times is overwhelmed and impassable due to the 
two-way, sanctions-busting traffic. The traffic across this border is covered below. 

Southeast Asian countries such as Vietnam, Thailand and Malaysia have done steady 
business with Iraq. Vietnam, largely through sales of tea and rice, for which Iraq is its 
foremost market, has increased its share per phase, from $38 million in the first phase to 
$250 million in Phase 8. Last year the Iraqi Grain Board signed an agreement to invest 
over $6 million in a rice-processing plant in the Mekong Delta.*'’ 

By Company 

Through the end of the year 2000 the main exporter to Iraq, with contracts worth more 
than twice those obtained by any other single company, was the Australian Wheat Board, 
which in less than three years sold Iraq some SI. 2 billion worth of wheat. The Iraqis 
have exerted considerable political pressure on the Australians and its farm lobby to link 
continued sales to the withdrawal of Australia's support for the USAJK stance on Iraq.*’ 
Iraq is Australia's second leading market and the largest supplier of wheat to Iraq.** 
Baghdad’s second and third largest suppliers under Oil-for-Food were Vietnam Northern 
Food Corporation, with $450 million of rice, and Egypt's Holding Company for Food 
Industries, with nearly the same amount in sugar, ghee and other food. Fourth was 
Thailand's Chaiyapom Rice Co., selling rice; fifth, A1 Wasel and Babel General Trading, 
a Dubai-based member of the Lootah Group, was set up "to cater for the needs of Iraq 
Government under ‘Oil for Food program,”’*’ and sold some $300 million, mostly in 
vehicles. 

In sixth plaee came Egypt's Ginza Company, with nearly $300 million worth of steel 
products, followed by Russia's Technopromexport, with over $230 million of 
“mechanical equipment.” In eighth spot was Vietnam's Dairy Products Company, selling 
$220 million of milk and baby food, and ninth was India’s Bharat Heavy Electrical, 
which garnered $200 million from just two contracts for gas mrbine equipment. 
Rounding out the top ten — surprisingly, bearing in mind the longstanding public 
antipathy between the two nations - was Saudi Arabia's AI-Riyadh International Flour 
Company, selling $200 million worth of wheat, ghee and other foodstuffs. France, up 
until this time the country selling the most to Baghdad, was also the most egalitarian. 


“ http://www.vietnampanoraina.com/business/fies.html 

"Aust farmers worry over Iraqi wheat sales,” South News, 
http://southmovement.alphalink, com.au/southnews/Mar8.htm 

** Virginia Marsh, "Baghdad, Canberra in deal on wheat exports". Financial Times, August 21 2002 
http://www.lootahgroup.com/wasel.htm 
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spreading its contracts out to many different companies. The top French companies, 
placing only 32nd and 33rd, were Schneider Electric High Voltage SA followed closely 
by Renault, each with contracts worth just under S75 million. 

The two US companies with export contracts worth more than $50 million (most of 
which were negotiated during the first three phases) are Tel war International, a 
Tennessee-based firm that deals in bulk foodstuffs such as wheat and rice, and Luxor 
California Exports Corporation, which also dealt in bulk foods from its San Diego base. 
Luxor was founded during the 1980s to take advantage of a US government-subsidized 
program designed to encourage exports bound for Iraq and Algeria.’° When the Oil-for- 
Food program opened for business, Luxor opened an office in Baghdad. Then, according 
to the company’s website: 

Also, due to the variable nature of politics in the United States, we opened an office in 
Paris, Luxor Exports-France. Because France has a more stable relationship with Iraq, it 
is through this office that we have done our business with the Iraqi governmental buyers, 
specifically through the export of equipment, machinery and spare parts.” 

From this office Luxor sold another $16 million of oil field spares under the UN program. 

Holds/ non-compliance 

Until the passage of Resolution 1409 in May 2002, any member of the UN Security 
Council could object to any proposed contract. While this system is now being phased 
out, there was considerable controversy over its application. The system used to work as 
follows. Once the UN secretariat approved a contract, it was circulated among all 
Sanctions Committee members (i.e., the 15 Security Council members). If any member 
objected to a particular contract (in practice, only the US and the UK ever did so), the 
contract was put “on hold.” The term "non-compliant" was used when a contract was 
submitted to the UN’s Office of the Iraqi Program (OIP) in New York and the UN official 
decided that application lacked sufficient information either to accord it fast-track 
approval or to circulate it to the Sanctions Committee, As of year-end 2000, China had 
the most contracts put “on hold” or deemed “non-compliant:” a total of 660, or about 15 
percent of all such contracts. The next four countries with contracts “on hold” were 
European: France, Russia, Italy and Switzerland. Regional countries followed - Jordan, 
Egypt, UAE and Turkey — after which came Tunisia and another flush of European 
nations — Austria, Sweden, Yugoslavia and Germany. Overall, companies from Western 
European countries were responsible for 36 percent of the total number of blocked 
contracts, Middle Eastern companies for 31 percent, 20 percent came from Asian 
companies and 12 percent from firms in Eastern Europe. 

The list of individual companies responsible for submitting contracts that ended up “on 
hold” or “non-compliant,” as of the end of 2000, was led by China's CMEC (China 
National Machinery and Equipment Import & Export Corporation). The bulk of the 
holds were for what the UN itemized as “Equipment,” nearly a quarter billion dollars’ 
worth of gas-powered turbine generators. 

** http://www.luxorexports.com/ENG/background.html 
” Ibid. 
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In fact, five of the next six companies on the list had contracts to export gas turbines to 
Iraq: the Swiss firms ABB Power and Sitea International, each with well over $100 
million; Russia's Technostroyexport, Yugoslavia’s Energoprojekt and China's Dongfang 
Electric. Of the top eight companies with contracts “on hold,” only Egypt's Leatsco, 
which was trying to sell $128 million of vehicles, and France's Alcatel, with its attempted 
exports of $72 million in telecommunications equipment, were not trying to sell gas 
turbines. 

Oil field spare parts 

Beginning with Phase 4, in June 1 998 the UN authorized the purchase of spare parts in 
order to halt the degradation of the Iraqi oil fields and increase Iraq's oil production. At 
first the quota for spare parts was $600 million per year, which was raised to $1.2 billion 
in March 2000. Of the first $2 billion in contracts issued by the Iraqis, France garnered by 
far the most, worth nearly $400 million, or 20 percent of the total. Italy came in second, 
with $230 million, followed by Russia, with $19! million. The UAE and Jordan came in 
just behind, with $186 and $174 million, respectively. China was sixth, with $146 
million. 

Broken down by company, the Russian oil company Zarubezhneft placed first, capturing 
over $56 million of contracts in oil spares. A Tunisian firm. Petroleum & Industrial 
Realization Contractors came in second, with a $5 1 million contract for a water treatment 
plant that was subsequently placed “on hold.” Other oil field-related water treatment 
equipment came next and was contracted to Italy's Ionic Italba, for over $40 million; next 
came Pakistan’s Oil and Gas Services Group and France's Phoceenne, each with over $30 
million in contracts. 

Quid-pro-quo: Contracts for Political Support 

Under the Oil-for-Food system, Iraq decides upon the allocation of funds and determines 
which countries and which suppliers within those countries will receive contracts. 
Competitive bidding, transparency of process and efficacy or accountability of a chosen 
firm are not factors in Iraq's decision-making, despite the oversight and influence of the 
UN's Office of the Iraqi Program. Iraqi officials have never hidden the reasons, 
prerequisites or criteria behind their choices of contractors under the Oil-for-Food 
program; indeed, they have stated many times that the money will flow to those who 
demonstrate political support for Baghdad in the international arena. 

From the outset of the Oil-for-Food program in late 1996 through the first half of 2000, 
the Iraqis focused on purchasing from sympathetic permanent members of the UN 
Security Council, primarily France, followed by Russia, then China. During the year 
2000, as momentum towards easing or even lifting sanctions began to gather steam, and 
revenue from the Oil-for-Food program vastly increased, Iraq shifted its focus to other 
friendly states, particularly Arab countries. By the end of the year 2000, Egypt, UAE and 
Jordan had become the favored trading partners. 
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III. Iraqi oil exports outside of the Oil-for-Food program 

There are at least nine routes by which Iraq exports oil outside of the UN's Oil-for-Food 
system. These are: by truck to Turkey, Jordan, Syria and Iran; by barge through Iranian 
and Kuwaiti territorial waters, by topping up Oil-for-Food-authorized tankers at Mina al- 
Bakr, and most recently, via pipeline and railway to Syria. When using these routes, Iraq 
is paid directly, either in cash or barter. That is, the proceeds from these sales do not pass 
through the UN account at Banque Nationale de Paris's New York branch, nor are they 
subject to the 41 percent of Oil-for-Food profits set aside for compensation for Kuwait, 
support for the Kurds and UN expenses. 

Tankers to Turkey 

Background 

Turkey benefited significantly from the Iraq/Iran war as both nations turned to Turkey for 
trade. Just prior to the war, in 1980, Turkish exports to Iraq were $135 million;’^ five 
years later they had increased seven-fold, to one billion dollars. Due to the damage done 
to the offshore ports in the Gulf, Iraq shifted most of its oil exports to Turkey and Jordan. 
Along with the Iraqi-Turkish pipeline, which was expanded to carry a maximum of 1.5 
million bpd, an estimated 250,000 bpd were trucked across the two borders.’’ The traffic 
dropped off significantly at the end of the Iraq/Iran war, as both countries reverted to 
using the Gulf for trade. Turkish officials, in denial that the 1980s trade boom was 
destined to be short-lived, regularly complain that Turkey has suffered $40 billion in lost 
trade because of the UN sanctions. That figure seems grossly inflated. 

In the spring of 1991, in the immediate aftermath of the Gulf War, the Iraqi government 
violently quashed an uprising in the Kurdish north. Nearly half of the population of Iraqi 
Kurdistan, 1 .5 million people, fled toward Turkey and Iran. The US, with its British and 
French allies, responded by declaring parts of northern Iraq to be "safe havens,” and 
under threats of military action, Iraqi forces withdrew. Within days the Kurds began to 
return. Literally days later, oil was again flowing from Iraq to Turkey. This time, though, 
the oil did not move via the Kirkuk-Ceyhan pipeline, which had been shut down in 1990 
with the imposition of UN sanctions, but rather was carried on anything with four 
wheels.” 

The Kurdish militia, the Peshmerga, with the backing of US air cover, established its hold 
just north of the oil storage areas near Kirkuk. Turkish truckers, therefore, had to traverse 
Kurdish lines to transport fuel from Kirkuk across the Turkish border. Improvised 
tankers were used, and every truck had some type of ad-hoc extra fuel tank strapped to its 
underbelly or hidden beneath the flat bed. The workmanship was so shoddy and the 
tanks so overfilled that the road between Kirkuk and the Habur crossing was at times 
impassable due to oil slop. 


Henri J. Barkey, "Hemmed in by Circumstances: Turkey and Iraq since the Gulf War,” Middle East 
Policy, October 2000. 

” U.S. Library of Congress, "Iraq- A Country Study,” 1990, 

’■* “Turkish Tmckers Smuggling Oil Across Kurdistan,” December 13, 1991. 
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The Kurds immediately took financial advantage of the opportunity presented. As Iraq, 
Turkey and the new authorities in this region — those of Masoud Barzani's Kurdish 
Democratic Party (KDP) - came to develop a modus vivendi, trade in oil products 
became better organized. Tankers were redirected from other tasks and brought in from 
the Iranian trade. The economy began to boom on both sides of the border. Saddam 
Hussein put his son Udai and son-in-law Hussein Kamel in charge at the Iraqi end. 

Trading mechanisms 

The trade in petroleum products between Turkey and Iraq outside of the Oil-for-Food 
program entails two commodities: crude oil and diesel fuel. The first involves direct 
arrangements between the Turkish and Iraqi governments; for the second, the Iraqi Kurds 
act as middlemen between Iraqi “private sellers” and Turkish entrepreneurs. 

TUPRAS, the Turkish state-owned refining operation and Turkey's largest company, was 
the first firm to load or “lift” oil upon the resumption of Iraqi oil exports under the UN 
program.^^ Until the year 2000, TUPRAS was the largest non-Russian contractor under 
Oil-for-Food, importing some 50-100,000 bpd. The company also purchased up to 
another 100,000 bpd of sanctions-busting crude.’^ Between May 2000 and May 2001, 
Turkey imported illicit crude at the rate of about 70,000 bpd.^ As distinct from the 
diesel trade, trade in crude is not effected by individual truckers in makeshift tankers 
slopping fuel along the roads in two countries. It is a more organized and professional 
operation, using the internationally regulated, TIR-qualified tankers contracted by 
TUPRAS, which drive down to the Iraqi storage areas south of Kirkuk. The drivers do 
not need to negotiate roadside purchases or concern themselves with exchange rate 
calculations; all negotiating has been done previously at the governmental level. The 
drivers return through the customs post with relative ease and deliver the crude to the 
TUPRAS refinery in the southeast Turkish town of Batman and to Iskenderun on the 
Mediterranean.’’ In their eagerness to circumvent the UN system, the Iraqis provided 
some oil without charge as payment for debts owed by the state prior to the imposition of 
sanctions. Tekfen, the Turkish firm that built the Iraq/Turkey pipeline, has been a 
beneficiary of such a deal.'°' 

In early 2001, as noted above, most reputable oil companies stopped buying Iraqi crude 
under Oil-for-Food due to the Iraqi insistence on their paying kickbacks. TUPRAS was 


"Dollars reportedly earned by selling gasoline to Kurds," AFP. August 15, 1993. 

* Arab Oil and Gas Directory 1997, Arab Petroleum Research Center, Paris, France. 

’’ "Turkey aims to boost Iraqi border cmde imports,” Reuters, February 7, 2002. 

’* Arab Oil and Gas Directory 2001, Arab Petroleum Research Center, Paris, France p.l78. 

” "Toros Marine Terminal appointed for the handling and storaging of Iraqi Crude Oil," 
http://www.tekfen.com.tr/english/news_tpic.asp. Also, Alexander's Oil and Gas Connections, from MEES 
via Newspage, "Turkey to increase cross-border Iraqi crude imports outside UN program," May 12, 2000. 

"Iraq Trucks 2Mn Tons Of Crude Oil To Private Turkish Firms Outside Oil-For-Food Program", Middle 
East Economic Survey, June 7, 1999.. 

"Turkey to increase cross-border Iraqi crude imports outside UN program,” Alexander's Oil and Gas 
Connections from MEES via Newspage, May 12, 2000; Also, "Toros Marine Terminal appointed for the 
handling and storaging of Iraqi Crude Oil," http://www.tekfen.com.tr/english/news_tpic.asp 
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no exception: in 2001 the state-run firm stopped buying crude through the UN. But then, 
unlike the majors, TUPRAS began solely buying straight from the Iraqis.'”^ 

The mechanics of trade in the second commodity, diesel fuel, have always been more 
chaotic, more locally driven and more prone to the vagaries of officials on both sides of 
the border. From the beginning in 1991, thousands of makeshift, ad-hoc tankers hauling 
two to eight tons of fuel each have been the mainstays of the diesel business. In 1993 the 
Iraqi government designated that, henceforth, private companies, al-Sadirah, Wadi Hajar, 
and al-Basha'ir, rather than the state marketing firm SOMO, would handle the Turkish 
trade. This appeared to entail a shift from state control of the trade under Saddam's 
since murdered son-in-law, Lt. Gen. Hussein Kamel al-Majid, to companies under the 
direct control of Saddam’s son Udai.’®^ Two other small companies, Nineveh, also 
reportedly controlled by Udai, and Asia, allegedly in the hands of Massoud Barzani’s 
Kurdish Democratic Party (KDP), are said to act as intermediaries between the Iraqis and 
the Kurds. 

After paying some nominal amount to SOMO, Udai's “private” Iraqi firm delivers tanker 
loads of diesel to “private” Iraqi Kurdish storage dumps in Dohuk and Zahko, the towns 
closest to the Turkish border crossing at Habur.'®® The Iraqi Kurds in charge of this 
region are from Barzani's KDP, and this trade represents their government’s main source 
of revenue. Rather than deny the trade or their party’s role in it, KDP spokesmen extol 
the virtues of their position, geographic and commercial, as middlemen between the Iraqi 
supplier and Turkish consumer. 

The KDP's [representative in Ankara) Dizayee says that the diesel trade is tying the 
economy of his faction's territory close to that of Turkey. Almost all the goods that 
Kurdish businessmen purchase with their profits from the diesel trade come from Turkey. 

And Turkish entrepreneurs are beginning to take an interest in the KDP's market. So far, 
that has spawned several joint venhires in hotels and the opening of the first private 
supermarket in Dahuk.'®^ 

By the time the diesel hits the Habur border, where both the KDP and Turkish 
governments tax the truckers, its price already surpasses world market rates.'®* A profit 
margin remains, thanks only to the low level of taxation the Turkish government was 
willing to tolerate in order to keep this trade going. 

For six years successive Turkish governments decided to forego imposing normal 
taxation and duties on the diesel coming across the Habur border, while maintaining them 

"Turkey aims to boost Iraqi border crude imports," The Kurdistan Observer from Reuters, February 8, 
2002 . 

"Government: 3 companies to sell oil to Turkey, Iran,” AFP from MEES, FBIS-NES-93-195, October 
12, 1993. 

Hussein Kamel no longer participates in the diesel trade, having been murdered by Udai and his associates in 1 996. 
The bad blood between the brothers-in-law is covered in The Family section below. 

105 'ijQjp fnakes over $1 million daily from sanctions-busting," Iraqi National Congress News, July 15, 
2000 . 

Ibid. 

Charles Recknagel, "Turkey: Ankara Builds Influence In Northern Iraq,” RFE/RL, August 4, 2000. 

"Iraqi Diesel Trade to Turkey Restarts," Jfew/err. December 7, 1997. 
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on diesel imports elsewhere. The trade with Iraq continued to grow and by 1997 
accounted for nearly a quarter of the Turkish diesel market.'°® At first the government 
tried to limit the extent of the retail outlet for the Iraqi diesel to the southeast of the 
country, which, having suffered the brunt of the sanctions on Iraq, sorely needed the 
relief provided by lower fuel prices. But once across the border, the diesel, like water in 
the sand, disappeared into the Turkish economy, popping up in fuel stations and roadside 
stands nationwide.''® The mainstream oil companies cried “foul” at what they perceived 
to be unfair competition, and when Shell Oil pulled out of a refining and marketing joint 
venture in early 1998, the government began attempts to regulate the trade.'" At the 
same time, a report by Turkish oil field executives was given to the Turkish National 
Security Council, alleging that rather than providing an economic boost to the 
impoverished southeast, the profits from the Iraq diesel trade were going to the terrorist- 
designated Kurdistan Workers’ Party, or PKK."^ 

In the summer of 1998 the Turkish government instituted a set of regulations that 
effectively legalized the sanctions-busting trade in diesel."^ A new subsidiary of the 
state-owned company Turk Petrol, Turkish Petroleum International Corporation (TPIC), 
was formed and tasked with creating a depot in the Turkish town of Silopi, where all 
diesel traders would be mandated to dump their loads. All tankers and drivers were to be 
registered and taxed and were only allowed limited trips and quantities. The truckers, 
companies and local authorities protested, fearing that any government regulation was 
likely to impede trade and reduce profits. The Turkish government responded to their 
concerns by granting a monopoly on the retail trade to 1 5 local trading companies which 
joined forces in the firm SILOPI A.S."'* Even so, the government had to fight for more 
than a year to overcome the truckers’ and companies’ resistance, and the new system was 
only implemented on September 1, 1999."* 

During the new plan’s first three months in operation, the Turkish government took in 
$74 million in taxes."® Even so, the retail price still remained lower than that of other 
imported or locally refined fuel. 

The following two years have proved the truckers’ and traders’ fears to be well founded. 
The depot in Silopi has turned out to be a bottleneck, the computerized system of 
registration has restricted truckers to one trip every three to four months and TPIC has 


"Silopi A.S. established for Habur diesel trade,” Turkish Daily Ne\rs, July 28, 1 998. 

"”1011 Hemming, "Illicit Iraqi Fuel Trade at Gates of U.S. Base." Reuters, July 14, 1998, 

Slchuk Gokoluk, "What Made Shell Go?,” Turkish Probe, issue 284, Turkish Daily News, June 21, 
1998. 

* "Automatic Pricing for Fuel — Deregulation with Diplomatic Consequences,” Turkish Probe, Pulse of 
Turkey, June 20, 1998. 

Amberin Zaman, "Turkey Shrugs Off U.N. Blockade of Iraq Commerce: Nation lets truck drivers 
openly import, sell diesel from Kurdish-controlled area," Los Angeles Times, August 4, 1998. 

"Silopi A.S. established for Habur diesel trade,” Turkish Daily News, July 28, 1 998. 

Ersan Ercoy, "Snags seen in Turk control of illicit Iraqi diesel,” Reuters, September 3, 1999. 
Coincidentally, Iraq, seizing the opponunity presented by a devastating earthquake that had struck Turkey 
two weeks earlier, pledged a gift to the stricken nation of 500,000 barrels of oil (“Iraq donates 500,000 
barrels of crude oil to Turkey,” Alexander s Oil and Gas Connections, from AP, November 5, 1 999). 

' "At Iraq's Backdoor, Turkey Flouts Sanctions," New York Times, March 30, 200 1 . 
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been slow in paying for the loads delivered."’ The involvement of the Turkish 
government has also further politicized the diesel trade: as the Turkish government now 
has a direct financial stake in each transaction, the Iraqi government enjoys new leverage. 

In the aftermath of September II, the Iraqis shut down the diesel trade. The trade in 
crude, however, continued with little or no interruption."* Some of the Turks, who had 
up to 5000 truckers in northern Iraq waiting to load, claimed that the interruption was due 
to the Iraqis’ desire to stockpile refined oil products in the event that they were attacked 
by the US. This is possible, as the Iraqi refining capacity is limited. But bearing in mind 
that the crude, a govemment-to-govemment arrangement, is still flowing, it is also 
possible that the apparent need to stockpile diesel may have served as a convenient 
excuse to drastically curtail this trade. On the Turkish side, moves to restart the diesel 
trade in January 2002 were limited by a government decree in March that capped imports 
of Iraqi diesel at 15,000 bpd, ostensibly to reduce tax losses' and — at least according to 
the Turkish military - to cut the revenue of Turkish firms that are sympathetic to the 
PKK."® 

From the Iraqi side, the ongoing increase in govemment-to-govemment diesel sales to 
Syria'” suggests that cutting out Udai and other intermediaries has taken precedence over 
stockpiling. Indeed, eight months into the cutback, one would think the Iraqis would 
have stoekpiled sufficient diesel for any war scenario; yet the Turkish diesel trade has 
only resumed to about 20 percent of its former level. Turkey has threatened to shut the 
diesel trade down entirely on September 1 , 2002. 

Political economy 

Saddam's son Udai’s control over the Turkish sanetions-busting trade may be waning. 
Taking his place appears to be his younger brother Qusai, who over the past few years 
has taken on many official roles, including military command of the northern area from 
which the oil trade is organized.”’ Qusai's growing involvement may explain, at least 
from the Iraqi side, the shift from the entrepreneurial diesel trade to the organized 
govemment-to-govemment dealings in cmde. 

Despite the hefty cut taken by the Kurds, Iraqis do better by selling their oil directly to 
the Turks than through the UN stmcture. Via the Turkish trackers, the Hussein family 
nets cash, after minimal expenses; via the UN, the remuneration comes in the form of 
humanitarian aid. Moreover, the sanetions-busting traffic is two-way, with trackers and 


"Truck Drivers Protest TPIC,” Turkish Daily Nm-s, FBIS-NES-2002-0307, March 5, 2002. 

"Turkey Calls Back Trucks in N. Iraq, Not Clear When Iraq To Resume Diesel Supply,” Ankara 
Anatolia, September 21, 2001, FBI S-NES-200I -0925; also Ankara Anatolia, December 20, 2001 . 

“Turkey Tightens Border Trade Regulations To Avoid Tax Losses,” Turkish Daily News, FBIS-NES- 
2002-0307, March 7, 2002.. 

120 "pKX-Linked Company Wins Bid to Store N. Iraq Fuel; Military Cancels Contract,” Sabah, May 20, 
2002. 

Qusai Hussein likely engineered the increase in diesel trade with Syria at his older brother’s expense. 
See section below on trade with Syria. 

"Iraqi Official on Qusay's Rise to Power," RFE/RL, August 13, 1999. 
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traders bringing in many types of consumer goods for sale.’^^ The truckers often spend 
up to a week in Iraq and hence spend money in restaurants, hotels and on vehicle 
maintenance. The Turkish truckers thus provide spin-off economic benefits to those 
northern regions of Iraq under Baghdad’s control, such as Mosul and Kirkuk.’^"' 

For the Kurds, the Iraq-Turkey oil trade is a mixed blessing. The wholesale and retail 
trade in Iraqi Kurdistan of Turkish and European goods has flourished due to this 
arrangement, and estimates of revenue run as high as $3 million a day, though most 
estimates put it at about one-third of that. The trade in oil, diesel and other commodities 
is the most significant source of funds for the embargoed area.'^^ However, it has put one 
of the two key Kurdish parties, the Kurdistan Democratic Party (KDP), in a very 
profitable joint venture with the very regime that only 15 years ago committed genocide 
against the Kurdish population and is still involved in mass expulsions of Kurds. The 
other main Kurdish party, the Patriotic Union of Kurdistan (PUK), which unlike the KDP 
holds no territory between the Iraqi suppliers and the Turkish market, has largely been 
cut out of this financial windfall and criticizes/envies its rival. In 1998 an agreement to 
unite the Kurds against Saddam that was brokered by the Clinton administration and 
signed in Washington had as its primary clause the sharing of this revenue between the 
two parties. That part of the agreement has never been fully implemented. 

As for the Turks, at one point an estimated 45,000 Turkish truckers used the Kirkuk- 
Habur route. This so overwhelmed logistical capacities that Turkish authorities limited 
each trucker to one trip every three months. The trade in crude oil and diesel fuel did 
provide a significant economic boost to the impoverished southeast, not only to the 
thousands of truckers and their families, but also to the attendant service industry and the 
producers and wholesalers of the goods bound for Iraq. Clearly, some in the Turkish 
government appreciate how vital the sanctions-busting business has been to this Kurdish 
area of Turkey, where the government has fought a violent insurgency for nearly 20 
years. As a local business leader said, "... if people were not offered employment, they 
would have no alternative but to take their guns and go to the mountains." ’ On a trip to 
the southeast last year. Prime Minister Bulent Ecevit promised to increase, not curtail the 
illicit trade. True to his word, in February 2002 the Turkish government declared its 
intention to increase imports of sanctions-busting crude to 80,000 bpd.'^* However, due 
to the new restrictions on the once-open diesel trade in favor of the more organized 
dealing in crude oil, most of the economic benefits previously accruing to the people of 
the southeast now go to the Turkish government. 


Some of this material is treated in greater depth in the Minor Sources section below. 

At the same time, the Iraqi government has re-invigorated an Arabization campaign in those same areas, 
the objective of which is to expel non-Arabs (Kurds and Turkmen) from the oil-rich areas around Kirkuk. 

The Oil-for Food program brings in mostly goods. 

Association of Kurdish Tribes spokesman Hussein Khader al-Sourchi has gone so far as to claim that 
this rivalry over who should receive the smuggling income and the taxes on cross-border trade has been the 
primary cause of the internecine fighting that divided the two parties for many years (“US military action 
won’t benefit Iraqi Kurds," Daily Star [Beirut], March 12, 2002). 

™ "Habur strike highlights splits in fuel-trading,” Turkish Daily News, May 2, 2000. 

"Turkey aims to boost Iraqi border crude imports,” Reuters, February 7, 2002. 
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International response 

The United States and the UN Sanctions Committee have allowed this trade to flourish 
with only nominal protestations. With the northern no-fly zone patrolled from Turkish 
airbases, the US and UK are not eager to press the Turkish authorities to shut down the 
smuggling. Moreover, Western governments see some advantage in allowing the trade to 
go on, to benefit, even compensate, the Turks and the Kurds for some of the difficulties 
both have endured under the sanctions regime. As one State Department official put it, 
"The Kurds are getting a lot of money through the oil trade, and we like the Kurds." 

Three American presidents appear to have calculated that Baghdad’s profits from the 
Turkish oil trade were a tolerable cost for the above-mentioned benefits to other 
participants in that trade. The argument put forward has been that, as long as the Turks 
took care to inspect and interdict materials that would support Saddam's development of 
weapons of mass destruction, US policy was being implemented. The current Bush 
administration has until now continued to follow this line. However, now that the 
rampant violations so obviously benefit Baghdad and can no longer be rationalized as 
bolstering the economy of Turkey’s troubled southeast, that calculation may change. 


"Fatter in Lean Times Iraqi elite gets richer from illegal smuggling ignored by U.S.,” NY Newsday, June 
19, 2000. 
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TABLE I: Trade with Turkey outside Oil-for-Food 

Diesel Trade Estimated Revenue (in milHons)*^^ 



1996 

1997 

1998 

1999 

2000 

2001 

2002 

Average bnd 

30.000 

30.000 

50.000 

100.000 

75.000 

30.000 

15.000 

Iraqi Gov’t. 

$ 27 

$ 27 

$ 46 

$ 92 

$ 68 

$ 27 

$ 14 

Udai's Companies 

$ 72 

S 55 

$ 55 

$ 247 

$ 243 

$ 73 

$ 38 

KDP Gov’t. 

$ 56 

S 56 

$ 93 

$ 186 

$ 139 

$ 56 

$ 28 

KDP Companies 

$108 

$ 82 

$ 82 

$ 370 

$ 365 

$ 109 

$ 57 

Turkish Gov’t. 




$ 74 

$ 185 

$ 74 

$ 37 

Turkish Companies 

$333 

$333 

$555 

$1,036 

$ 648 

$ 259 

$ 130 

Crude Oil Trade Estimated Revenue (in millions) 

131 





1996 

1997 

1998 

1999 

2000 

2001 

2002 

Average bnd 





50.000 

75.000 

100.000 

Iraqi Gov’t./ KDP Gov’t. 




$ 347 

$356 

$ 438 

Turkish Gov’t. 





$ 109 

$ 164 

$ 219 

Turkish Companies 





$ 22 

$ 33 

$ 45 


Totals in diesel and crude trade with Turkey 


Total 

Total 

Total 


Diesel 

$596 

$553 

$830 

$2,005 

$1,648 

$ 598 

$ 304 

Crude 





$ 478 

$ 553 

$ 702 

Diesel + Crude 

$596 

$ 553 

$830 

$2,005 

$2,126 

$1,151 

$1,006 


To come to the above figures, the average yearly price of oil was taken from "US Department of Energy, 
Cost of Crude Oil Imports, Persian Gulf Nations." From this figure, we calculated from press accounts that 
the Iraqi government received $2.5/bbl. From the remainder we calculated that the Kurdish companies 
took 60 percent, Udai's companies 40 percent. KDP government taxes are calculated at 3 cents per bbl. 
The Turkish companies (truckers and retailers largely based in the Southeast) received 18 cents per liter 
until 1999, when the Turkish government began taking 4 out of the 18 cents, leaving the companies a 14- 
cent profit. These percentages and bpd were taken from published estimates. Total revenue is much more 
than the world price, as it includes revenue to the truckers and retailers that would otherwise have gone to 
the Turkish government in the form of taxes. 

Crude price is the same as above; the Turkish Government received $6/bbl. The remainder went to the 
Iraqi and KDP governments, but the authors have not found any estimates of how those numbers break 
down, nor is it clear whether the KDP government also extracts taxes on the crude trade. The Turkish 
company figure is based on transport costs of $8.90/ton, or about $1.2/bbl, taken from press accounts. 
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Tankers to Jordan 

Background 

As with the trade between Turkey and Iraq, the Iraq/Iran war altered other regional 
trading relationships. During the 1980s Iraq replaced Saudi Arabia as Jordan's main oil 
supplier.'^^ The Saudis cut Jordan out completely in 1990, ostensibly for unpaid bills, 
but possibly in retaliation for Jordan's sympathy for Iraq during the run-up to the Gulf 
War. At the same time, the Jordanian port of Aqaba replaced the Gulf ports of Basra and 
Umm Qasr as the main route for Iraqi imports and exports. However, the trade between 
Iraq and Jordan grew lopsided: Iraq needed more goods than Jordan needed oil, and Iraq 
began running a deficit. At the imposition of sanctions in 1 990, Baghdad was in debt to 
Amman for $1.3 billion. 

King Hussein’s Jordan had managed to position itself as an essential and moderate 
interlocutor with the West, all the while doing business with the ugly regime just down 
the road in Baghdad. His strategy proved effective: in recognition of Jordan’s 
dependency on Iraqi oil, the UN never objected to Jordan's sanctions-busting trade with 
Iraq. Beginning at 65,000 bpd in 1991, the volume of Iraqi oil exports to Jordan has 
officially climbed to almost 110,000 bpd, while some observers think it may be 
significantly higher. The implementation in 1997 of the Oil-for-Food program caused no 
ripples in that steady increase. 

About half of the oil Baghdad has called a gift from Iraq to Jordan; the other half is paid 
for, at concessionary prices, with Jordanian goods, largely food, medicines, appliances 
and fertilizer. In 1995, to facilitate the oil flow, Jordan and Iraq began discussing the 
construction of a pipeline. 

Trading Mechanisms 

Each year in November and December, negotiations between the two countries take place 
to determine the quantity and price of oil imports for the following year. These 
negotiations are often prolonged and contentious, and the King of Jordan or President 
Saddam Hussein usually makes the final deeision. On top of the steady increase from 
65,000 bpd to the current level of nearly 1 10,000 bpd,'^^ some analysts believe the trade 
could be as much as 50 percent higher, with another 50,000 bpd being trucked into 
Jordan, presumably for export, on top of the amount agreed to in the yearly trade 
protocol.'^'’ But exact figures for the last two years, at least, are difficult to come by: 
there has been no international oversight at the port of Aqaba since the year 2000, (See 
International Response section, below.) 


Laurie A Brand, Jordan's Imer-Arab Relations: The Political Economy of Alliance Making, Ch. 6, 
Columbia University Press, New York, 1994. 

External Trade Statistics of Jordan, http://www.dos.gov.jo/owa-user/owa and "Iraq and Jordan sign oil 
agreement,” Arabic News, December 24, 200 1 . 

Arab Oil and Gas Directory 2001, Arab Petroleum Research Center, Paris, France, p.l77. 
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The half of the oil not deemed “free” is valued at a discount, believed to be $5-6 below 
market price. As mentioned above, this second portion is supposed to be traded for 
Jordanian goods, the overall annual value of which has ranged from $200 million in the 
early 1990s to $450 million in 2001. The last year, though, has seen a dramatic drop-off 
in exports to Iraq. Despite the eagerness of Jordanian officials and businesses, the Iraqis 
have neither been signing as many contracts with Jordan as their annual agreement calls 
for, nor fully implementing those already signed.’^* 

The way money changes hands to accommodate this trade is far from transparent. 
According to the Arab Oil and Gas Directory, a well-respected source in the petroleum 
industry, Jordan deposits payment for the cut-rate oil into an Iraqi-controlled account at 
the Central Bank of Jordan.' ’ These funds are intended to be used to purchase Jordanian 
goods for export to Iraq. In practice, these funds could be used to purchase anything, 
including items imported into Jordan that are otherwise banned by UN sanctions. A 
Jordanian merchant, importer or agent must present an invoice to the commercial attache 
at the Iraqi embassy in Amman to receive payment from this account.'^* There is no 
international oversight, not only on these banking transactions, but also on the entire 
Iraqi-Jordanian annual trade arrangement. Recently Iraq has openly recognized this re- 
exporting approach and has named Russia, Egypt and Jordan as the main buyers of 
foreign goods on its behalf'^’ 

On an average daily basis, 300 tanker trucks move oil from Iraq to Jordan. The 
monopoly on trucking is held by the Iraqi-Jordanian Overland Transport Company, a 
joint governmental venture established in 1980.''’^ This company is supervised directly 
by the Ministers of Transport of the two governments, who report on its status to their 
respective heads of state, the President of Iraq and the King of Jordan.*''^ Despite this 
being a joint venture, Jordan ends up paying Iraq some $50-80 million annually for this 


"$600m Oil Protocol With Iraq 'Key Weight' in Kingdom's Economic Balance," Jordan Times. FBIS- 
NES-2000-1 101, November 1,2000. 

"Jordan vies for Iraq's external trade,” Iraq Press. August 20, 200 1 . 

Arab Oil and Gas Directory 2000, Arab Petroleum Research Center, Paris, France, p. 178. 

Gary Milholin and Kelly Motz, "Shopping with Saddam Hussein," Commentary, July-August, 2001 . 

"Jordan, Russia, Egypt doing business on Iraq's behalf," Iraq Press. October 10, 2001 . 
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subsidize Jordanian-produced goods, but in fact to help powerful Jordanian firms move foreign goods to 
Iraq, was a technique employed by Baghdad in the 1980s. well before the imposition of sanctions (Laurie A 
Brand, Jordan's Inter-Arab Relations: The Political Economy of Alliance Making, Ch. 6, Columbia 
University Press, New York, 1994). 
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transport.'''^ The company also hauls a significant portion of the goods from Aqaba to 
Iraq imported under the Oil-for-Food program.'^^ 

The proposed pipeline, now under discussion for seven years, may actually be coming 
into existence. Tenders were finally floated late in 2001, and contracts are expected to be 
issued in late 2002,'“'* with the first oil scheduled to flow in October 2004.'‘‘^ The 
pipeline’s capacity, 350,000 bpd, will be significantly more than Jordan requires, 
affording possible surplus for Palestine, Israel or as exports into the world market from 
the port of Aqaba.’''* 

Political Economy 

Jordan has regularly joined the chorus of those demanding that the sanctions be lifted.’'*^ 
Numerous highly publicized visits have taken place by officials from both countries, 
capped in November 2000, with a trip to Baghdad by the Jordanian Prime Minister Ali 
Abdul Ragheb.'*” The PM had been to Baghdad before, when he was the Minister for 
Industry and Trade and responsible for the trade arrangements between the two countries. 
In September 2000 Jordan became the first Arab country to fly into Baghdad since the 
imposition of sanctions.'*' This flight came just days after the groundbreaking, embargo- 
stretching flights from France and Russia. Also in 2000, Jordan terminated the contract 
of Lloyd's Register, the company monitoring the port of Aqaba for compliance with the 
UN sanctions regime. (See below for more on Lloyd’s.) 

Jordan, however, has also sent signals that it opposes the Iraqi regime. For example, the 
newly installed King Abdullah paid two widely publicized visits to Kuwait in 1999 and 
2000.'*^ More importantly, Amman permits the Iraqi National Accord to operate on its 
territory, thereby dealing Baghdad a significant blow. From this office the INA has 
orchestrated several damaging defections of high-ranking Iraqi officials.'** 

Domestically, the Jordanian government cannot be seen as being too anti-Iraq because of 
the numbers of Palestinians in Jordan, a constituency energetically cultivated by Saddam. 
Regionally, Jordan has significant trade with Israel and some with the Saudis. An 

"Jordan, Iraq Oil Pipeline Reportedly Attracts Thirty Potential Contractors,” Jordan Times, FBIS-NES- 
2002-0219, February 19, 2002. 

Despite all this activity the company generates very little profit: only $350,000 in 1997. "King, Crown 
Prince meet with Iraqi transport minister,” ,/or</an Times. June 30, 1998. 
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May 12, 2002. 
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alternative source of cheap oil would be a prerequisite for the Jordanians to get out from 
under the Iraqis’ sway, but neither the Kuwaitis nor the Saudis has offered them the level 
of oil subsidy that Saddam provides. 

As for the recent cooling of trade activity between the two countries, several factors may 
be in play. The mechanisms of trade with Jordan, including the reliance on trucking, 
have fallen far more under the control of Udai than of Qusai. If Qusai has indeed been 
gaining influence over the last year, as is suggested here, then he may well be moving to 
undermine his brother's profits from the Jordanian trade. '^“'The construction of a 
pipeline would also eliminate the need for the IJLTC trucks, thereby cutting Udai out of a 
lucrative revenue stream. The Syrians, who apparently prefer to deal with Qusai, seem 
thus far to have been the beneficiaries of the drop-off in trade with Jordan. 

International Response 

The UN has never formally issued any documentation authorizing the Jordanian-Iraqi 
trade. Instead, the UN Sanctions Committee has regularly “taken note” of this irregular 
bilateral arrangement.'^^ This diplomatie two-step did not, however, signify Western 
forces’ trust that the Jordanians would adequately control sanctions-busting activities 
through the port of Aqaba. In 1991, the US, the UK and France set up a naval patrol 
outside the port and inspected incoming cargoes. The blockade increased costs to 
shippers and suppliers of goods to Jordan, due to the delays inherent in having one's ship 
inspected by US sailors.'^ 

Complaints began pouring in, and under this pressure US Secretary of State Warren 
Christopher traveled to Amman in August 1993. He came away thanking King Hussein 
for his "effective enforcement of the sanctions."'^’ In 1994 the blockade was lifted, in 
exchange for which the Jordanian government agreed to contract the UK firm, Lloyd's 
Register, to inspect all cargo entering Aqaba that was destined for Iraq.'^* 

While the foreign military presence was removed, importers of goods to Jordan still 
complained of being unduly obstructed'^’ and rejected allegations that shipments destined 
for Iraq were being imported into Jordan under false paperwork. It took six years, but 
under pressure from the Iraqi government and local businesses, in late 2000 the 
Jordanians banned Lloyd’s from Aqaba. As the Prime Minister Abdul Ali Ragheb 
explained, Jordan’s expansion of trade with Iraq was the government’s prime 
objective.'*® Since then, there has been no independent inspection of the trade between 
Jordan and Iraq. 


See The Family section below for more on this. 

"Turkey to increase cross-border Iraqi crude imports outside UN program,” Alexander's Oil and Gas 
Connections from MEES via Newspage, May 12, 2000. 
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TABLE II: Trade with Jordan outside Oil-for-Food 

Estimated Revenue (in Smillions)'^' 



1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

Protocol bpd76,000 

82,000 

84,000 

90,000 

96,000 

96,000 

96,000 

100,000 

110,000 

Actual bpd 

78,000 

83,000 

88,000 

87,000 94,000 

91,000 

94,000 

125,000 

135,000 

Protocol imports 

$220 

$220 

$220 

$255 

$200 

$300 

$450 

$260 

Iraq 

$197 

$317 

$185 

$249 

$199 

$162 

$190 

$430 

$424 

Jordan 

$407 

$442 

$502 

$510 

$330 

$414 

$677 

$734 

$646 


Pipeline to Syria 

Background 

Syria and Iraq have been rivals and at times enemies for more than 35 years. Syria sided 
with Iran during the Iran/Iraq war, and in 1982 it closed the oil pipeline between the two 
countries. A thaw in relations began in 1995, road transport was opened between the two 
countries in the summer of 1 997 and later that year a memorandum of understanding on 
re-opening the oil pipeline was signed. By mid- 1998 Iraq had repaired its portion of the 
pipeline and awaited final Syrian approval for the re-opening. It wasn't until two years 
later, though - after Iraqi engineers had helped repair pumping stations on the Syrian 
side,'“ French companies had helped expand the pipeline'*^ and, more significantly, after 
the death of President Hafez al-Assad in June 2000, when the traditional rivalry between 
the two counties lost much of its ferocity — that Iraqi oil began to flow. 

The oil flow accelerated the thaw in bilateral relations. Syria reopened the Aleppo-Mosul 
railroad, inactive since 1981, and established trucking and bus companies to facilitate the 
transport of Syrian goods and people to Iraq. The Syrians also made plans to upgrade 
their diplomatic presence in Baghdad, negotiated and signed a free-trade agreement, and 
attended groundbreaking trade meetings at which the Iraqi trade minister promised a 
massive increase in trade volume. 

Trading Mechanisms 

Via Pipeline: The Iraqi Petroleum Company (IPC) pipeline, which runs from Iraq's 
northern oil fields of Kirkuk to Syria's Mediterranean coast at Banias, with a spur to 


Figures for imports and exports of goods are taken from Jordanian Department of Statistics and 
converted form Jordanian dinar to dollars, http://www.dos.gov.jo/dos_home/home_e.htm. To the resulting 
figure for Jordanian exports, $50 million annually was added for transport. Figures for 2001 and 2002 also 
include an extra 25,000 bpd outside of the trade protocol. For this oil $6 a barrel was added for Jordan, the 
rest (world price minus six), to Iraq. 

"Syria's decision to import Iraqi crude follows example,” Alexander's Oil and Gas from Energy24, 
October 31, 2000. 

"Iraqi-Syrian Pipeline Expansion,” .fP, April 1 1, 2000. 
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Tripoli in Lebanon, has a capacity of 700,000 bpd.'^ The Syrian oil fields, near the 
Euphrates city of Deir al-Zor, also feed into the pipeline. The negotiations regarding the 
re-opening of the pipeline were initiated by Udai Hussein and went on for nearly five 
years. 

The first agreement, in late 1997, called for the Syrians to pay half-price for the oil.'^* At 
the time the price of oil was about $13 per barrel.'^’ When oil began to flow in late 2000, 
however, the price was closer to $30 a barrel.'** Analysts believe Iraq’s agreement with 
Syria was renegotiated and is now similar to that with Jordan, in that Syria receives a 
diseoimt, in this case estimated at $2-6 per barrel.'*’ Analysts also expect the Syrians, 
like the Jordanians, to facilitate the procurement and transport of goods proscribed under 
the Oil-for-Food program.'™ In the fall of 2000, as the first reports surfaced of oil 
flowing through the pipeline, Syria claimed that small quantities of oil were moving, 
sufficient for testing purposes only.'’' However, since December 2000 Syria, whose 
normal exports were about 350,000 bpd, has been exporting over 450,000-550,000 bpd, 
mostly to European customers.'” As the Syrian oil fields have been in decline for quite 
some time, the overnight increase can only be due to Iraqi oil. The Syrians, though, do 
not re-export the Iraqi crude directly; rather, the Iraqi oil is first refined and then used to 
replace Syrian oil for the purposes of domestic consumption, thereby freeing up an 
equivalent amount of Syrian oil for export. Some experts believe Iraqi exports to Syria 
will increase to 250,000 bpd during 2002,'’^ and plans are underway for the construction 
of a new Iraqi-Syrian pipeline, with a capacity of 1 .4 million bpd.'” 

In 2001 Lebanon and Iraq came to an arrangement, modeled on that of Iraq and Jordan, 
whereby Iraq would provide Lebanon a quantity of free oil via the Syrian pipeline - 
400,000 barrels to begin with - and sell Lebanon more.'’^ This agreement was 

Arab Oil and Gas Directory 2001, Arab Petroleum Research Center, Paris, France, p. 184-5. 

"Iraq, Udayy's Control Over Economy, Trade Viewed,” ^/-IFa/an al-Arabi, FBlS-NES-96-137, July 16, 
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Con Coughlin, "Saddam sets up new oil smuggling deal to beat sanctions,” Sunday Telegraph, 
November 1, 1998. 
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for weapons of mass destruction.” According to The Times, these include old Bulgarian tanks once sold to 
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announced just prior to the re-opening of the Iraqi-Syrian pipeline. During the summer 
of 2002, Baghdad and Tripoli, as a part of the free trade agreement, began making 
preparations to restore the pipeline to Lebanon for regular use.”^ They expect to put it 
into use for up to 50,000 bpd, estimated to be Lebanon's domestic consumption.'^^ The 
oil will be sold to Lebanon at a cut-rate priee. As the Lebanese import over $1 billion of 
petroleum products, there is ample scope for Iraqi exports.'’* Both the Syrian and 
Lebanese arrangements with Baghdad fall outside the Oil-for-Food program. 

By Tanker: Since the re-opening of trade between Syria and Iraq in October 1997, four 
border crossings have come into use.”* UN Oil-for-Food monitors, who only inspect 
goods being imported to Iraq under their program, are present at only one of these 
crossings;'*® at the other three, there is no international observation of the sanctions- 
busting trade. Late in 1998, prior to the completion of the repairs to the pipeline, an 
agreement was struck between Iraq and Syria to begin exporting Iraqi oil to Syria via 
tanker truck.'*' Although it is unclear when the transport actually commenced, trucks 
were certainly rolling prior to the fall of 2000, when the pipeline came into use,'*’ and 
have carried on since.' * Likely the cargo is Iraq's surplus diesel that at one point went to 
Turkey. It is reported that hundreds of trucks are involved in the transportation,'*'' 
suggesting that up to 30-40,000 bpd are being moved - a volume roughly equal, as noted 
above, to the decrease in the Turkish diesel trade. Rail tankers may also be in use: in 
March 2001, there were suspicions that oil was being transported by rail to the new 
Syrian power plant near Aleppo, which reportedly requires some 30,000 bpd.'*^ 

Political economy 

Syria, Jordan and Iraq have at times had the type of zero-sum triangular relationship 
wherein improvements in relations between any two parties signify a degrading of 
relations with the third. Recent moves would seem to confirm this analysis: Baghdad’s 
increased trade with Syria saw a concurrent decline in Iraqi trade with Jordan. Working 
in Jordan's favor, however, has been its better road and port infrastructure, amenities the 
Syrians have begun to appreciate. Recently President Bashar Assad allocated $34 million 
to upgrade Syria's main port of Tartous.'*^ In January 2001, just six weeks after the 
opening of the pipeline, Iraq announced it would direct much more of the transit of the 
Oil-for-Food imports through Syrian ports.'*’ For the Syrians, the cut-rate Iraqi fuel. 
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which allows them to export more of their own oil, represents a hard-currency windfall 
that could pump as much as a half-billion dollars annually into Syria's $7.5 billion 
budget.'** The new arrangements with Lebanon, with oil passing through the Syrian 
pipeline and the planned Iraqi imports from Lebanon traversing Syrian territory, will 
bring in additional income and, as an added boon, is likely to enhance Lebanese 
dependency on Syria. 

Iraqi relations with Syria can be viewed from several perspectives. First, the new warmth 
may signal an overt attempt to encourage Syria not to side with Iraq's enemies in any 
upcoming armed confrontation, as Syria has done in Iraq's last two wars. Second, the 
Iraqis may hope that enhancing its illicit trade relations with Syria will impede Syria's 
move toward a more open economy, which, in turn, could compel similar movement 
toward a more transparent political process that Iraq, like other nations in the region, 
would likely pereeive as a dangerous precedent. Improved relations with Syria also puts 
pressure on Jordan to be more compliant with Iraqi wishes relating both to the 
importation of goods and to restricting the activities in Jordan of Iraqi dissidents. Finally, 
Iraq’s improved relations with Syria can also be read as another move by Qusai in his 
ongoing contest with Udai for the seat of their father. One key sector, transport, may 
have fallen under Qusai's sway, as the al-Dhilal company, thought to be an Iraqi security 
service front, has taken over much of the transport between Syria and Iraq that was 
previously run by an Udai-controlled company, Al-Hoda.’*’ Qusai is also said to enjoy 
friendlier relations with President Bashar Assad, a development that has caused his elder 
brother considerable 006350 .'’° 

International responses 

Criticism of Syria has been mild from the UN Sanctions Committee and its hard-line 
members, the US and UK. The US will not unduly pressure the Syrians, whom it now 
deems essential for any serious movement toward peace in Israel and for cooperation in 
the war on terrorism. Shortly after taking office, in late February 2001, US Secretary-of- 
State Colin Powell visited Syria. Secretary Powell said that President Bashar Assad had 
thrice assured him that Syria would put the resumed pipeline flow under the UN Oil-for- 
Food program.”' It has yet to happen. The UK has made somewhat stronger 
protestations, but to no avail: no threats of punitive action were made in response to these 
blatant violations of UN sanctions. In the fall of 2001, Syria was elected to the UN 
Security . And as of January 1, 2002, Iraq’s prime sanctions-busting partner sits on the 
UN Sanctions Committee and will do so through 2003. 
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TABLE III: Trade with Syria outside Oil-for-Food 

Estimated Revenue (in $ millions)’’^ 

2000 2001 2002 

Ave bnd 180.000 180.000 230,000 

Iraq $205 $854 $1,175 

Syria $ 65 $394 $ 504 


Barges hugging the Iranian coast 

Background 

At the head of the Persian Gulf are the Iraqi offshore ports of Mina al-Bakr and Khor al- 
Omaia, both of which are served by an oil pipeline from Basra. Roughly half of all Iraqi 
exports under the Oil-for-Food program originate from Mina al-Bakr. Nearby are two 
other ports: Umm Qasr, along the Kuwait-Iraq border, and, up the Shatt al-Arab toward 
Basra, the port of Abu al-Flus. While these ports were built to be the main facilities for 
Iraqi imports and exports, they suffered heavy damage in the Iraq/Iran war and endured 
further bombing during the 1991 and 1998 US-led coalition air strikes. 

Trading Mechanisms 

The sanctions-busting in these ports occurs via four mechanisms: first, by loading up 
small barges, which stick within Iranian territorial waters until the Strait of Hormuz, 
whereupon they cross to unload in the UAE; second, by loading barges that travel to the 
Emirates by way of the Kuwaiti coast; third by topping off with illicit fuel tankers already 
stocked with legitimate loads under Oil-for-Food, and finally, by transporting oil by truck 
to Iranian destinations for re-export. 

Barges along the coasts 

Barges and smaller tankers fill up at the Shatt al-Arab ports of al-Muftiya and Abu al- 
Flus, north and south of Basra respectively, cross to the Iranian side and then travel along 
the Iranian coast, all the way to the islands of Qesh or Qeshim.'*^ Along the way, naval 
patrols of the Iranian Revolutionary Guard, particularly from the Revolutionary Guard’s 
maritime station just north of the mouth of the Shatt al-Arab, record and facilitate the 
transit.'^'' These vessels, each with carrying capacities in the range of 15,000-50,000 
barrels, are old, not designed for the transport of petroleum products, and are often 
overloaded and listing.'’^ Iran furnishes its own pilots to navigate the shallow waters 


Figures based for 2000 (November-December only) and 2001 on an average of 150,000 bpd through the 
pipeline and 30,000 bpd of fuel transported by truck or rail. For 2002, 200,000 bpd through the pipeline 
and 30,000 bpd by truck or rail. The figures are based on Syria receiving $6 per barrel (upper range of 
published estimates), Iraq the balance. 
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close to shore and to help prevent polluting spills.”* At Qeshim, at the Strait of Hormuz, 
the smugglers may acquire Iranian certificates of origin for their cargo. For all these 
services the Iranians reportedly charge a fee of approximately $7 a barrel.”* The oil is 
then either transferred into larger vessels, or, bearing the new documentation, the barges 
proceed to Pakistan, India or cross the Strait of Hormuz to the ports of Fujayrah or Dubai, 
where the oil enters the world market system and is reloaded for onward shipment. 
During the height of sanctions-busting in December 1999, up to 100,000 bpd were 
transiting this route.^°° Udai Hussein, according to a former close associate, has a fleet of 
50 ships plying this trade.^*' Iraqi opposition press has claimed that Udai wants to buy 
another fleet of 250 tankers from Japanese and Korean firms.^*’’ 

Another method, likely less used, is for barges to leave from the port of Umm Qasr. 
They then either use the same route through Iranian waters as do the ships from Abu 
Flus, or they hug the Kuwaiti, Bahraini and Qatari coasts all the way to the UAE. While 
there is some evidence to support the claim that this route is well used, those choosing to 
embark from Umm Qasr face extra constraints. Not only is Umm Qasr the main Iraqi 
port for the importation of goods under the UN's Oil-for-Food program and is therefore 
watched by UN inspectors; the port is also home to the UN's Iraq-Kuwait Observation 
Mission, UNIKOM, which monitors the border.^®^ Finally, the barges must traverse 
Kuwaiti waters, which are patrolled by an authority more likely to inhibit the smuggling. 

Topping up on Oil-for-Food 

Over the last few years there have been many press accounts outlining the details of the 
barge smuggling operations. The heightened spotlight on the issue, coupled with more 
aggressive interdictions, appear to have reduced dramatically the flow of oil via barges. 
At the end of 2001 the US Admiral in charge of interdicting smuggled oil through the 
Gulf estimated that the flow was down from a high of 1 00,000 bpd to about 30,000 bpd 
in 2001.^®^ But the Iraqis have been experimenting with other ways to smuggle their oil 
out, and within the past year a new type of arrangement has come to light. In a recent, 
highly publicized case, a Dutch oil trading firm, Trafigura, having chartered a Liberian- 
flagged tanker, the Essex, bought crude from a French broker. Ibex Energy, and sold it to 
American and Venezuelan refiners, Koch and PDSA. The Essex was caught having 
topped up with an extra 270,000 barrets after UN inspectors had approved its load of 1 .8 
million barrels at Mina al-Bakr.’®* Trafigura's lawyer has denied, “‘unequivocally’ that 
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™ Charles Recknagel, "Iraq: Oil Smuggling Produces High Profits,” RFE/RL, June 2 1 , 2000. 
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the company had anything to do with the ’top-up’ scheme."^®* Payment for at least part 
of the load managed to find its way into Swiss or Lebanese bank accounts, rather than 
into the UN's BNP account in New York.^®’ This elaborate, multilateral smuggling effort 
was brought to the attention of the UN Security Council, and the responsible UN officials 

have called for reviews of the monitoring procedures to prevent further such 
208 

occurrences. 

By truck to Iran 

In contrast to the media spotlight on Iraq’s sanctions-busting trade with other neighbors, 
there has been comparatively little reporting on the Iraqi oil trade with Iran via road. 
During 1993-94, Iraq was reported to be exporting 30,000 bpd of refined oil products by 
road to Iran, some of it transiting through oil-rich Iran to oil-hungry Pakistan.^®^ The 
routes used have either been by road to Khaniqin-Qasr Shirin or by barge across the Shatt 
al-Arab and then by road to Iranian ports for export.^'® This arrangement was first 
brokered in the early 1990s by then-Minister of Industry Hussein Kamel al-Majid, who 
built up this part of the Iranian trade to 30,000 bpd.^" One of Kamel’s schemes — for he 
was also responsible for weapons procurement — was reportedly a plan to export fuel 
overland to Iran, which would then send on equivalent amounts to North Korea.^’^ In 
exchange, Iraq was to be paid in hard currency, and Iran would receive Korean-made 
long-range missiles. It is not clear whether the deal, estimated to be worth some $120 
million, ever went off 

Early in 1994 Saddam's son Udai muscled in on the land exports to Iran and succeeded in 
pushing out an ailing Kamel.^'^ Udai reportedly solidified the trade by brokering a deal 
with then-Iranian President Rafsanjani's son Mehdi.^'’'. 

It is not clear to what extent sanctions-busting oil is still trucked into Iran. However, 
transport between these two countries is clearly a priority - at least for the Iranians, as 
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evidenced last month, when a greatly expanded border terminal was inaugurated at the 
frontier post of Khosravi in Kermanshah province.^'^ A rail line linking Syria-Iraq-Iran 
that will terminate at a main Iranian port, Khorramshar, is scheduled for completion in 
2003. In Iraq, extra rail tankers are reportedly currently under production.^'*’ Recent 
examples of Iranian re-export of Iraqi oil are detailed below, in the section entitled 
International Response. 

Political economy 

At times the Iranian Navy has cracked down on smuggling operations that depend upon 
access to Iran’s territorial waters.^” The Iranian Revolutionary Guard naval patrol, 
considered to be the main facilitator and beneficiary of this trade, is not under the direct 
control of President Khatami, Tehran’s moderate leader; indeed, its sanctions-busting use 
of this route appears instead to furnish hard currency to Iran’s hard-liners.^'* 

Baghdad may actually view this trade with Iran, its longtime enemy, as a mechanism to 
weaken it. Had Iranian President Khatami been able to solidify power in the hands of the 
moderates, a rapprochement with the US and other enemies of Saddam Hussein might 
have gained momentum. Instead, bringing the Iranian Revolutionary Guard into a 
lucrative trading relationship helps to keep the Tehran government divided. 

For a few months in the first half of the year 2000, the three-way tussle between Iraq, 
Iran and the United States began to swing against Iraq. In mid-March the US State 
Department announced a minor lifting of US sanctions on Iran, which included freeing up 
trade in pistachios, carpets and caviar.^'^ Far more than the re-opening of possible 
trading opportunities, the initiative was the first concrete signal that the United States 
believed the election of reformer Mohammad Khatami three years prior could lead to 
improved relations. Responding to the US initiative, in April 2000 Iranian naval units 
began interdicting vessels smuggling Iraqi oil through Iranian waters.’^** At one point it 
appeared that even the Iranian Revolutionary Guard had joined in the blockade of Iraqi 
goods, from which only a few months previous they had been profiting handsomely."' ' 
By early summer, though, coincident with a crackdown by Iran’s hard-liners on the 
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Khatami moderates, Iraqi smuggling through Iranian waters had re-commenced^^^ and 
quickly climbed to an estimated 100,000 bpd.^^^ 

In hindsight, US officials may have speculated as to the reasons behind Iran’s resumption 
of their laissez-faire attimde toward the smuggling. Had the hard-line in Tehran cracked 
down on concrete manifestations of a rapprochement between Iran and the US? Was the 
sanctions-lifting “carrot” not big enough? Had Iraq made a better offer? Was the divide 
between Iran and the US too wide to be bridged by such incremental steps? Or did the 
lure of hard currency simply win out in the end? 

Iran may also be a field in which the struggle for power between Udai and Qusai plays 
out. As noted above, Udai was thought to have business arrangements with a son of 
Iranian leader Hashem Rafsanjani. In August 2002, Rafsanjani's daughter, Faezeh 
Hashemi, visited Baghdad in her capacity as the chairperson of Islamic Countries' 
Women's Sport Federation. Upon her return to Tehran and in response to speculation in 
the Iranian press, Hashemi was compelled to issue a statement saying that although she 
had met with officials of the Iraqi Olympic Committee, she had not met with Udai 
Hussein, the IOC president.^^'* At nearly the same time, Qusai Hussein was rumored to 
have traveled to Iran in order to seek weaponry and political support in Iraq's 
confrontation with the US.^^^ It is thought that he was unsuccessful in his mission. 

International response 

In 1991, the UN authorized the establishment of the Multinational Interception Force 
(MIF) to deploy ships to the international waters of the Persian Gulf in order to interdict 
Iraqi oil exports.^^^ The MIF is a largely American force bolstered by the UK, Canada, 
Australia and New Zealand. US aircraft carriers and accompanying vessels are deployed, 
with the dual purpose of monitoring the oil shipments and enforcing the USAJK no-fly 
zones. Using radar and overflights, all ships into and out of Iraqi ports are tracked, and 
the MIF boards and physically inspects on average two ships per day.^^® However, the 
MIF has no authorization from the Iranians to enter their waters and hence can only sit 
and watch the barge traffic hugging the Iranian coast. Due to its exclusion from Iranian 
territorial waters, the MIF estimates that it interdicts less than five percent of the ships 
carrying smuggled Iraqi oil.^^’ 

On occasion, when a ship is boarded and sanctions-busting oil is found, the cargo and 
ship are usually turned over to UAE or Omani authorities, who put them on auction and 
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give the proceeds to the UN.^’° It is believed that those oil traders whose ships and 
cargos have been seized often buy the goods back at auction. There may even be an 
understanding among traders in the UAE not to compete with each other at these 
auctions.^^' No other punitive measures are taken; hence, the few interdictions simply 
become another business expense. 

Nevertheless, because traders don't wish to risk using expensive shipping assets or having 
them tied up for weeks or months, they assign their outdated and/or ill-fitted vessels to 
this trade, which, inevitably, has increased pollution in the Gulf In early 1998, one 
overloaded barge spilled 30,000 barrels off the northern coast of the UAE. Iranian resort 
islands are also said to have been sullied by such spills.^^^ 

Early in the year 2000, US naval forces boarded and detained two Russian ships carrying 
Iraqi oil that had been loaded in Iran. The first, a tanker named the Volgoneft-147,^^ 
was owned by the private Russian firm SEAT (SovFinAmTrans), a joint venture among 
the Russian Ministries of Railroad and Petrochemicals and an American company. 
Transcisco, with financing provided by the European Bank for Reconstruction and 
Development (EBRD).^^'' One of SEAT'S main activities is the construction, maintenance 
and leasing of railway tankers for the petroleum industry; a minor activity is the shipment 
of oil by sea. 

Although US officials claimed not to have uncovered the owner of the cargo,^^^ the 
Russian government paper, Rossiyskaya Gazeta, said that the firm Transpetro-Volga, a 
SEAT subsidiary, had leased the vessel, and the cargo was owned by a British Virgin 
Islands company, Primstar.’^* A report by an Estonia-based, non-govemmental think-tank 
claimed that the Volgoneft-147 and a sister ship had made 40 trips smuggling Iraqi oil.^” 
Another account maintains that the US officials had been complaining for some time 
about Russian-flagged ships violating the embargo.’^* The cargo of the Volgoneft-147 
was seized and auctioned. The second instance, in April 2000, involved a Russian tanker 
owned by Novorossiisk Shipping, whose cargo of over half a million barrels - about 
100,000 of which were alleged to be Iraqi — was owned by Royal Dutch/Shell. Shell 
denied knowledge that there was Iraqi oil on board, claiming that the ship, destined for 
Singapore, had loaded its oil in Iran. The US claimed chemical analysis determined the 
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Iraqi origin of both cargoes. The oil was released to its owner after Shell Oil paid a $2 
million fine, even as the firm continued to claim that all the oil was of Iranian origin. 


The smuggling continues: in late May 2002, the British frigate HMS Portland stopped 
and seized its second ship of the year bearing illegal cargo, the MV Devo, containing 
over 20,000 barrels of Iraqi crude on board.^"" This was not the first time that the 
Burmese ship, flying a Bahamian or Honduran flag of convenience, had run into 
international difficulties.^''^ 


Table IV: Iraqi-Iranian-Gulf Oil Trade outside Oil-for-Food 

Estimated Revenue (in millions)^'*^ 


Avg bod 

1996 

25.000 

1997 

49.000 

1998 

70.000 

1999 

90.000 

2000 

75.000 

2001 

52.000 

2002 

45.000 

Iraq 

S117 

$222 

$314 

$402 

$336 

$235 

$205 

Iran 

$ 53 

$ 97 

$135 

$172 

$144 

$107 

$ 89 

Smugglers 

$ 4 

$ 21 

$ 37 

$ 51 

$ 40 

$ 23 

$ 18 
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IV. Minor Sources of Iraqi Government Income 

Transport 

Iraqi- Jordanian Land Transport Company (IJLTC) 

The company, sometimes called the Jordanian-Iraqi Overland Transport Company, was 
established as a joint venture of the two governments in 1980 to handle the increased 
imports from the port of Aqaba through Jordan to Iraq.^"” The closure of the Gulf ports 
during the Iran-Iraq war provided a great boost to the new company, as most of Iraq's 
trade shifted to Aqaba. 

IJLTC handles the trucking of - 

- Iraqi oil exports to Jordan (on which IJLTC has a monopoly); 

- Iraqi imports such as fertilizer from Jordan (on which IJLTC collects a 
percentage); 

Iraqi imports from the port of Aqaba, including Oil-for-Food goods (of which 
IJLTC collects 16 percent).^'*^ 

Jordan’s former Minister of Transport, Issa Ayoub, was also chairman of both IJLTC and 
the Port of Aqaba. The responsible minister on the Iraqi side is Dr. Ahmed Murtada, a 
longtime member of the government. The Jordanians pay Iraq for the oil transport, 
resulting in an estimated net flow to Baghdad of $50-80 million a year. It is not clear 
how this relates to the ostensible “joint venture” nature of the partnership.^'**’ This 
extraordinary arrangement has left only some $350,000 in profits to be split between the 
two governments.^'* The joint venmre is important enough to warrant the attention of the 
King of Jordan, who is briefed at least annually on the state of the firm. 

IJLTC is also important enough to have warranted the attention of the US government's 
Department of the Treasury, Office of Foreign Assets Control, which has put the firm on 
its Special Designated National List, thereby subjecting it to US sanctions.^'** 


Iraqi-Syrian Land Transport Company (ISLTC) 

Land transportation of people and goods between the two countries has been seen as vital 
since the beginning of the rapprochement in 1997. The first concrete sign of cooperation 
was the establishment of regular bus service between the capitals in July 1997.^'*^ In 
1999, a Udai Hussein-controlled company, Al-Hoda, held the monopoly on transporting 
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pilgrims, mainly Iranian, to the Shi'i holy sites, via Syria.’’® By spring of 2001, the al- 
Dhilal company, thought to be controlled by Iraqi intelligence services and hence under 
the sway of Qusai Hussein, had taken over the passenger and some of the cargo runs from 
Damascus^” and made plans to expand to Beirut. By the fall of last year an agreement 
had been reached to establish the ISLTC, and in March 2002 an expansion of its fleet was 
authorized.^’^ The ISLTC is headquartered at Syria's main port, Tartous,^” in order to 
facilitate the vastly increased use of the Syrian route for imports to Iraq, both within and 
outside of the UN Oil-for-Food program. The relationships between the ISLTC and al- 
Hoda and/or al-Dhilal are unclear. 


Exports other than oil: Sulfur 

Late in 2000, the Jordan Phosphates Mine Company (JPMC) a state-owned enterprise 
slated for privatization in 2002, began importing sulfur from the Mishraq Sulfur 
Company, part of the Iraqi Ministry of Industry and Minerals, located south of Mosul on 
the Tigris River. Jordan uses the sulfur as a component in manufacturing fertilizer. In 
the 1980s Jordan and Iraq had an agreement by which Iraq provided sulfur and received 
fertilizer in return. As distinct from its arrangement to obtain oil, throughout the 1990s 
Jordan has not challenged the sanctions regime in its procurement of sulfur, importing it 
instead from Saudi Arabia and the UAE.’’"' 

But in October 2000, Iraq offered to provide sulfur at a 33-percent discount from the 
price of the Saudi sulfur.^” The Iraqi sulfur would be transported by sea from Umm Qasr 
to the port of Aqaba. In the year 2000, 100,000 tons were to be traded, at a cost to Jordan 
of a little over $3 million. TTie 2001 trade in sulfur was intended to reach some 700,000 
tons, equaling the peak of Iraqi sulfur exports from the late 1980s.^’® That volume would 
bring revenues of over $20 million into Iraq. 

During the 1980s, UK officials, concerned that the sulfur would be used as a component 
in the production of nerve gas, refused governmental backing under the Export Credit 
Guarantee Department for a credit application by a British firm that wished to undertake 
a 5.4-million-pound refurbishment of the Mishraq Sulfur Company.^” 


Trade Fairs 

In 1995, for the first time since the imposition of sanctions, the annual Baghdad 
International Fair took place. Fifteen countries sent over 400 companies to participate.^’* 
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By 2001, the ten-day fair's exhibitors had grown to 1650 companies representing 48 
nations, with an attendance of 631,000 people.^^’ European countries such as France, 
Germany, Turkey, Sweden, Denmark, Italy, Austria and Russia send major delegations, 
as do most Arab countries?^ In 2001 Palestine brought 325 companies, Russia and 
Turkey over 200 companies each, and France and Egypt were each represented by 
roughly 150 firms.^^' 

Both the host country and commercial delegations are keenly aware of the Trade Fair’s 
political impact. Held during the first 10 days of November, the event is usually opened 
by such luminaries as Vice-President Taha Yassin Ramadan, who in 1999 held forth on 
the much-vaunted plaint that the sanctions are a “terrorist weapon” responsible for the 
deaths of over a million Iraqi children, then concluded by pledging to direct Oil-for-Food 
contracts toward countries that oppose the sanctions.^*^ Participants also see the politics 
involved in this ostensibly purely commercial event, as the Daily Star of Beirut put it: 
"Competitive prices without sound political stands will not tempt Iraqi authorities to 
strike business deals. 

The Iraqis have become very effective at using the annual Trade Fair for their wider 
purposes. In 2000, fair attendees witnessed a parade of foreign dignitaries flying into 
Baghdad airport, actively skewing in the Iraqis’ favor a liberal interpretation of whether 
or not international flights were a violation of sanctions. In 2001, at least six foreign 
government ministers, including the Jordanian Prime Minister, attended the fair,^*’ and 
some of them used the opportunity to sign wide-ranging trade agreements with Iraq.^*® 

Noticeably absent from the Baghdad International Fair are Kuwait, Japan, the US and the 
Those nations’ companies do not miss out entirely, however: some foreign 
subsidiaries or agents companies from these countries have been known to attend.^^* 
British businessmen, too, appear to be eager for their piece of the action. In response to a 
query from the Foreign Affairs Committee of the House of Commons, the Foreign Office 
stated: 
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... the annual Baghdad Trade Fair is not in itself a breach of sanctions. The UN 
"Oil for Food" humanitarian program, with revenue of about $14 billion since 
SCR 1284 was passed in December 1999, offers considerable opportunities for 
legitimate trade with Iraq. We are supporting British companies in their efforts to 
win a share of this trade.^*’ 

Nominally, exhibitors must have approval of the UN Sanctions Committee even to bring 
display goods to Baghdad. However, there is little oversight that might stop a firm either 
from ignoring the Sanctions Committee and shipping in display goods directly, or from 
disposing of their samples after the fair is over by selling or “donating” them locally. 
Fair regulations do not allow exhibitors to engage in retail transactions from their booths 
but do permit exhibitors to apply for a “sales quota.” The regulations also note that, 
“...purchase priority [is] given to the public sector."^’® 

Along with the annual Baghdad International Fair, the fairgrounds are used throughout 
the year for trade fairs from a wide variety of countries that come to display their goods 
and wares. Over the last two years Turkey, Egypt, Morocco, the Philippines, Syria, 
Lebanon, Algeria and the UAE have sponsored fairs in Baghdad. As a part of the recent 
warming of relations, Saudi Arabia held a trade fair in mid-September 2002. In 2001 the 
Ukraine went so far as to sponsor a trade fair in conjunction with the main Iraqi weapons- 
procurement agency, the Military Industrial Commission.^’' Iraq also reciprocates by 
displaying its companies at fairs in other countries, in the hope of expanding relations. 
The investment has paid off: an Iraqi trade fair in Cairo in August 2001 led to an 
increased Egyptian presence, including the attendance of two ministers, at the Baghdad 
International Fair last November.”’ Iraq has had an increasingly large showing at the 
annual Paris International Fair,”’ which was quickly followed by the Fourth International 
Commercial Fair held in Sana' Yemen,”^ and a large presence in Turkey in August 2002 
at the Izmir International Fair.”’ 

Aside from the political spin-off and financial advantage gained from negotiating 
contracts on their home turf, the Iraqis profit from the trade fairs in a more immediate 
sense by collecting the fees and costs incurred by visiting delegations. For the Baghdad 
International Fair, floor space rents for between $50 and $100 per square meter, 
depending on location, with a minimum allotment that brings the rental fee to $2000 per 
exhibitor; on top of that is a mandatory construction and furnishing fee of $30 per square 
meter.”® In 2001, nearly 28,000 square meters of indoor floor space and 18,000 square 
meters of outdoor space were used.”’ Finally, water, telephones and taxes bring the fee 
to around $3,000 per exhibitor. Fees for those ten November days alone, therefore, 
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brought $4.5 million into the Ministry of Trade's State Company for Iraqi Fair's Account 
#20006, at the Baghdad branch of the Rafidain Bank- Al-Mansour. 

On top of these fees are the hard-currency expenses of the attendees, which average a 
little less than two people per exhibitor - meaning that just under 3000 business people 
attended the most recent Baghdad International Fair at an estimated $100 per day for 10 
days, bringing in another $3,000,000. 

Numerous sectoral fairs are also held throughout the year. The First International 
Specialized Motor Show, held in late November of 2001, with rates of $150 per square 
meter, was organized by the Dubai-based company Business Link, which facilitates 
conferences in Iraq, the UAE and the region.^’* The Oil and Gas Product Exhibition was 
held in 1999, where mostly British, French, Italian and Canadian "firms lobbied furiously 
for contracts to revamp Iraq's ailing oil industry."^” 

More recently, the First Arab International Construction Fair was held in late March 
2002, the twelfth Baghdad fair organized by Lebanese company Imaco/GBF.^*° 
According to the Iraqi News Agency, the General Manager of the Lebanese company 
cited two objectives for the fair: to promote the notion of taking advantage of the $17 
billion worth of available contracts under the Oil-for-Food program, and, somewhat 
contradictorily, to help the Iraqis “break unjust sanctions.""*' Booth space fees for this 
fair, reflecting its more exclusive nature, were $225 per square meter, to be remitted to 
the organizing firm's account at the Banque Libano-Francais.^*^ For $65,000, a foreign 
exhibitor was invited to become “a Star Sponsor,” which would furnish him or her not 
only with booth space, but also VIP treatment, including an HIV test waiver and “Private 
One to One meetings with Iraqi VIPs & Offieials.”"*^ 


Free Trade 

Over the past two years the Iraqi government, led by Trade Minister Mohammed Mehdi 
Salih and Vice President Ramadan, has been energetically negotiating, signing and 
ratifying free trade agreements with other states. By June 2002, eleven agreements had 
been signed, with several more in negotiations. 

Ramadan articulates the goal of the Iraqis. 

The free market agreements are steps on the road of Arab economic integration and unity. 

This is Iraq's principled stand. Unlike some of the industrialists, we do not view every 
stage and every step that we take in this regard from the angle of loss and profit. This is a 
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Shahia al- Azzawi, "The First Arab and International Fair for Construction in Baghdad concludes its 
activities,” Iraqi News Agency, March 2002. 

http://www.icf2002site.com/REGISTR%20F.pdf 

http://www.icf2002site.com/star.htm 
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huge strategic action. Any pan-Arab step has gains and may have losses although we do 
not consider them as losses from our principled and pan- Arab perspective.^*'* 

Iraq stands to gain from these agreements on several fronts. First, it gets the immediate 
political benefit of publicizing agreements that can demonstrate domestically and 
internationally the ongoing erosion of sanctions. Second, the agreements enable Iraq to 
increase its presence in the Arab world, which has ongoing trade negotiations both among 
Arab nations and with other key partners, particularly under the EU-Mediterranean free- 
trade pact. Iraq's apparent objective here would be to solidify its standing with regard to 
a future Arab Common Market. Third, these agreements, once ratified - and so far, only 
the UAE and Tunisia have done so - will guarantee Iraq preferential trading access as 
soon as sanctions are lifted. 

For the partnering states, the downsides incurred by making agreements with a pariah 
state appear to be more than offset by the elimination of Iraqi customs fees when trading 
under the UN Oil-for-Food program. Iraq has also promised to increase Oil-for-Food 
trade with signatories, but the record so far is spotty: Egypt and Syria, both signatories, 
have increased their trade significantly, while Jordan, which has not yet signed, is 
nevertheless a major trader. With non-Arab trading partners such as Turkey and Iran, 
Iraq has said that a free trade arrangement would be premature. 


Agreements 

Signed 


Egypt 

January 200 1 


Syria 

February 2001 


Tunisia 

February 2001 


Yemen 

August 2001 


Algeria 

October 200 1 


UAE 

November 2001 


Sudan 

March 2002 


Bahrain 

March 2002 


Oman 

April 2002 


Lebanon 

April 2002 


Qatar 

June 2002 


Under Discussior 

1 Last Talks 

Status 

Jordan 

July 2002 

Preliminary accord signed 

Saudi Arabia 

May 2002 

Border post re-opened 

Morocco 

June 2002 

Cooperation being discussed 


Luxury goods: Cigarettes 

According to defector Abbas al-Janabi, chief aide for years to Udai Hussein, Udai has 
long controlled the importation of cigarettes into Iraq. Indeed, Mr. al-Janabi, who claims 
to have negotiated with foreign suppliers on Udai’s behalf, insists that “hundreds of 


***'' "Iraqi 'VP Taha Yasin Ramadan Interviewed on Current Events, Situation,” Baghdad Al-Inihad, FBIS- 
CHI-2002-0824, August 24, 2002 
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million of dollars” were at stake in the deal he was working on just prior to his defection 
in February 1998.^** 

Iraqis are heavy smokers, consuming some 18 billion cigarettes annually,^***’ about 75 
percent of which are produced domestically. Roughly four billion cigarettes, then, are 
imported each year, as are over 2000 tons of tobacco leaves. 

Cypriot-registered companies appear to be the main organizers of this trade. According to 
US Department of Agriculmre and World Health Organization figures, in the mid-1990s 
Cyprus was importing nearly 25 billion cigarettes annually, of which 10 billion, worth 
over $100 million, came from the US.^*’ The Cypriots also produced about five billion 
per year. During the same period Cyprus exported about 3.5 billion per year, leaving 
some 26.5 billion to be consumed, or about 44,000 cigarettes per man, woman and child 
per year (or six packs a day each).^** While Cyprus is infamous for smuggling cigarettes 
to many countries, particularly to the former Yugoslavia, it would seem to have had 
ample quantities left over for the Iraqi market.^*’ 

According to the European Union, this is exactly what happened: Iraq became a prime 
market for cigarettes smuggled via Cyprus. The EU has long been chasing cigarette 
smugglers and on several occasions has sued American firms in American courts. In 
November 2001 the EU launched another suit against RJ Reynolds and Phillip Morris, 
charging such "violations of the Racketeer Influence and Corrupt Organizations (RICO) 
Act of 1970” as “money laundering, wire fraud and mail fraud."™ The EU is also 
arguing that among the beneficiaries of the cigarette trade are terrorist organizations and 
sponsors of such: "There is a clear and direct link between cigarette smuggling in this 
case and the Kurdistan Worker's Party (PKK) and the Iraqi regime," claims a supporting 
document submitted in the suit.^” 

As for the scale of cigarette and alcohol trade with Iraq, the British Foreign Office 
released some figures in October 2000. According to the Foreign Minister: 

"In the last 6 months, and these figures incidentally have been provided 

through the United Nations Security Council, Saddam Hussein has 


"Interview of Defector (Abbas al Janabi) with Al Hcn ai." Iraq News, from Laurie Mylroie, October 18- 
22, 1998. 

Figures used in this paragraph come from the Center for Disease Control and the World Health 
Organization, which uses the Tobacco Marketing Association as its source. 
http://www.cdc.gov/tobacco/who/iraq.htm 

http://www5.who.int/tobacco/repository/tidIOI/Cyprus.pdf 

http://www5.who.int/tobacco/repository/tldlOI/Cyprus.pdf. Coincidentally, in May 1998, just after the 
defection by al-Janabi, the US exports to Cyprus plummeted. They have slowly been regaining market 
share but are only back to just over seven billion cigarettes per year. 

"Local firm could face court after seizure of contraband cigarettes,” Cyprus Mail. December 1 3, 200 1 . 
Erik Schelzig and Mary Beth Warner, "Tobacco Firms Used Suspected Drug Traffickers, EU Lawsuit 
Claims,” http://www.public-i.org/story_01_l 10700.htm 

Plaintiffs Memorandum of Law in Support of Motion to Submit a Proffer of Evidence Concerning the 
Link Between Cigarette Smuggling in their Case and Terrorism, United States District Court, Eastern 
District of New York, Case No: 01-Civ-5I88. 
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imported over 300 million cigarettes, 38,000 bottles of whisky per month, 

230.000 cans or 115,000 liters of beer per month, over 120,000 cans or 

40.000 liters of vodka per month and almost 19,000 bottles of wine a 
month. 


Fleecing Pilgrims 

Because of its world-renowned archeological and holy sites, prior to the imposition of 
sanctions Iraq attracted about one million visitors per year.^^^ But during the 1990s, the 
number of tourists dwindled to a trickle. Yet there are a couple of ways in which Iraq has 
managed to generate revenue from tourism: from visitors (mostly Shi'i en route to the 
religious sites); and from Iraqis leaving (mostly on hajj to Saudi Arabia). 

Pilgrimages to the Shi’i shrines 

In 1998, following a visit to Tehran by Iraqi Foreign Minister Muhammad al-Sahaf and a 
meeting on the border between Saddam's son Qusai and the Iranian Minister of 
Intelligence, Iraq and Iran came to an agreement by which Iranian Shi'i pilgrims could, 
for the first time since 1980, visit the holy shrines in Najaf and Karbala.^*'* For the Iraqis 
the issue involved more than just how much money they stood to gain; these southern 
Iraqi cities had been hotbeds of Shi'i insurrection in 1991. Saddam's army had violently 
put down the uprising and deliberately targeted the shrines, and repeated crackdowns 
have occurred ever since. Along with the Iranians, visitors to the shrines come mainly 
from Pakistan, India and Lebanon.^’^ At first visitors were routed through Damascus, 
Syria. To control the pilgrims’ movements, the government of Iraq has not only 
compelled them to transfer into Iraqi-provided buses from the Al-Hoda company, thought 
to be under the sway of Udai Hussein,^’^ but to stay in specifically designated hotels. At 
first Al-Hoda charged $350 for a six-day visit, then $435 for an eight-day visit. The 
charge quickly doubled to $900, which broke down in the following manner: $600 
directly to the Iraqi government; $100 for the visa, and $150 for the ticket and food, not 
to mention the requisite exchange into dinars of $50 at the border.^’* The trade ground to 
a halt later in the year, after a renewed falling out between the two governments. 

Late in 2000 Iranians were once again allowed to visit the Iraqi shrines.^’^ The two 
governments agreed to allow an increase from 3000 visitors per year to 4800. The $435 
fee for an eight-day visit brings in just over $2 million to the Iraqi hosts. Others, 
however, put the visitors’ costs and resulting Iraqi income much higher. Using Iraqi 

™ UK Briefing on Iraq By Peter Main, Minister of State, Foreign and Commonwealth Office, UK Extract 
from Foreign and Commonwealth Office, UK, October 23, 2000. 

"Tourists returning to controversial Iraq,” USA Today. October 14, 1998. 

Michael Evans, "Iran and Iraq forge anti-West pact,” Times of London, February 12, 1998, and "New 
road opened between Iran and Ivsiq," Arabic News, May 19, 1998. 

"Tourists returning to controversial Iraq,” USA Today. October 14, 1998. 

"Iraq Mistreats Iranian Pilgrims,” May 10, 1999. 

"Iraq Fleeces Iranian Pilgrims,” RFE/RL, April 16, 1999. 

"Iraq Mistreats Iranian Pilgrims,” RFE/RL, May 10, 1999. 

"Iranian Pilgrims To Resume Visits to Holy Shrines in Iraq,” Iran News Agency, FBIS-NES>2000-1028, 
October 28, 2000. 

'^Ibid. 
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government figures, the Iraqi opposition press puts the figures as high as 12,000 visitors a 
week, with annual revenues of a half-billion dollars.^®' A Swiss press account said 3000 a 
week were allowed to cross, resulting in an Iraqi revenue stream of $45-50 million per 
year.’®^ Whatever the actual number, the Iranians need no longer fly to Damascus, but 
can cross at the recently refurbished Khosravi post, which is expected to be able to handle 
up to 10,000 people daily Most recently, the Iranian embassy in Kabul said they 
would be willing to facilitate travel by Afghanis through Iran to the religious sites in 
Iraq.’®'* 

Iraqis on Hajj 

According to the quota system set up by the Saudi authorities, one percent of a country’s 
population can perform the hajj in any given year. Prior to the imposition of sanctions, 
Iraq's quota was 1 8,000 per year and has recently been raised to 24,700. However from 
1991 to 1997, Iraq would only permit 1000 Iraqis to go on the pilgrimage. The 
government increased this to 3000 in 1997. The route was through Jordan, as the land 
crossing between Iraq and Saudi Arabia was closed. 

In April 1 997, in an attempt to flout or re-interpret sanctions, Iraq sent unannounced a 
planeload of pilgrims to Jiddah, in Saudi Arabia. The UN Security Council made only 
mild protestations, aware perhaps of the political downside in the Muslim world of taking 
visible steps to block pilgrims. ^®^ By the next year’s hajj. Iraq had upped the ante by 
requesting that Oil-for-Food funds be used to pay for these trips. In principle, the UN 
Sanctions Committee agreed and began considering mechanisms by which this could 
happen. The Iraqis proposed the simplest procedure - transferring $2000 per pilgrim 
from the UN's BNP escrow account to the Iraqi Central Bank, with the government 
handling it from there. France, Russia and China thought that sounded reasonable; the 
US, the Netherlands and the UK objected.^®® 

Over the next three years the Sanctions Committee and the OIP proposed a range of 
alternatives to avoid direct transfers of cash to the Iraqi government. These included 
using Jordanian travel agents, the Saudi government and UN Development Program or 
UN Office of the Humanitarian Coordinator in Iraq (UNOCHI) as third-party 
impleraenters. The Iraqi government stuck to its line: the Central Bank or nothing.^®^ 
Given the prospect of having Oil-for-Food pay the way, the government raised the 
numbers of Iraqis permitted to go on hajj to take full advantage of their 24,700-person 
quota. The amounts requested by the Iraqis: $50 million.^®* 

"Slump in tourism spurs government to amend law," Iraq Press, June 27, 2001 , 

"Iranian Pilgrims Visit Shiite Shrines in Iraq," RFE/RL, citing Neue Zuercher Zeiiung, January 12, 2001. 

"Iran's Largest Border Terminal Inaugurated; To Serve Pilgrims Visiting," Iran News Agency, March 6, 
2002. 

"Iran to facilitate visits to Iraqi holy sites by Afghan nationals", Iran News Agency, FBIS-NES-2002- 
0805, August 05, 2002. 

"Security Council Says Iraqi Flight to Saudi Arabia Proceeded Without Consultation with Sanctions 
Committee,” UN Press Release, April 16, 1997. 

"Sanctions Committee Decisions on Iraqi Haii Pilgrims,” USIS “Info File,” March 2, 2000. 

Ibid. 

United Nations, "Letter Dated 24 February 2000 from the Secretary-General to the President of the 
Security Council," S/2000/166, March 1, 2000. 
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In 1999, after negotiations with the UN broke down, the Iraqis tried a different tack. The 
government bused some 1 8,000 Iraqi pilgrims to the Saudi border, where they proceeded 
to storm the desert border crossing, closed since 1990, stopping only at the outskirts of 
the town of ATar.^"’ There the pilgrims began demonstrating against the Saudis, 
demanding that they be allowed to proceed and that the Saudis release frozen Iraqi assets 
to pay for their trip. Iraqi television crews accompanied the pilgrims to provide footage 
for domestic and international consumption. Saudi King Fahd yanked the rug out from 
under the Iraqis’ intended public-relations coup, however, when he welcomed the 
pilgrims in. Furthermore, he promised that Saudi Arabia would provide all necessary 
arrangements for the Iraqi pilgrims gratis.^'’’ But, he added, there would be no bank 
transfers or freeing of Iraqi government assets. Saddam immediately recalled all 1 8,000 
pilgrims to Baghdad, and the foreign press reported that the mood on the pilgrims’ ride 
home was despondent. 

Since then the Saudi-Iraqi border post has been officially re-opened, not only for hajj 
pilgrims, but to facilitate the increasing trade between the two countries. Pilgrims are 
allowed to cross, but they are not funded under Oil-for-Food. Each year Iraq also sends 
some flights to Saudi Arabia, and each year the UN Security Council chastises the Iraqi 
authorities for not providing it with advance notice. 


Miscellaneous 

In addition to the numerous revenue sources discussed above, according to Kroll 
Associates — the high-profile financial investigations firm which, under contract to the 
Kuwaiti government, attempted more than a decade ago to track Saddam's assets in order 
to have them seized or at least frozen — as of 1992, Saddam and his family are believed 
to have amassed a personal fortune of up to ten billion dollars.^" Of this, Kroll suspected, 
about one billion was invested in European companies. The largest such investment 
publicly announced was an 8.4-percent stake in the French publishing firm Hachette, 
worth $70 million.^'^ 

There are several other sources of hard currency for Saddam, his sons and cronies which 
we have not yet developed sufficient information to document. Under the Oil-for-Food 
program these include kickbacks on import contracts; transportation fees paid to logistics 
firms and the re-export of Oil-for-Food goods such as medicines, lentils, baby food and 
vehicles. Outside Oil-for-Food, these sources include port and customs fees; over-flight 
and landing fees; commissions on foreign travel arrangement; visa fees for foreigners as 
well as Iraqis; exports of Iraqi-produced goods such as grain, dates and cement, and the 
manipulation of currency and foreign exchange. 


"Pilgrimage politics,” Weekly, March 25-31, 1999. 
^'"ibid. 

John Greenwald, "Did Saddam Skim Billions?" Time, April 8, 1991. 
"On Saddam's Money Trail,” tVor'sweek, Aprils, 1991. 
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Table V: Estimated Revenue from Minor Sources of Iraqi Government Income 

(in millions annually)^^^ 



Low 

High 

IJLTC (Ministry of Transport) 

$50 

$ 80 

Sulfur exports (Ministry of Industry) 

$ 3 

$ 25 

International Trade Fairs (Ministry of Trade) 

$ 15 

$ 30 

Cigarettes 

$30 

$ 100 

Tourism 

$ 6 

$ 40 

Total 

$104 

$275 


Table 

VI: The Bottom Line 







Iraq ’s 

Estimated Revenue Outside the 

UN System 

(in $ millions)^''’ 




1996 

1997 

1998 

1999 

2000 

2001 

2002 

From 

Turkey (diesel) $ 99 

$ 82 

$ 99 

$339 

$ 301 

$ 100 

$ 52 

From 

Turkey (crude) 




$ 347 

$356 

$ 438 

From 

Jordan $185 

$249 

$199 

$ 162 

$ 190 

$430 

$ 424 

From 

Syria 




$ 205 

$854 

$1,175 

From 

Iran/Gulf $117 

$222 

$314 

$402 

$ 336 

$235 

$ 205 

From 

Minor Sources $ 70 

$ 70 

$ 70 

$ 80 

$ 125 

$125 

$ 125 

From 

Oil Contract Kickbacks 




$ 175 

$ 100 

Total 

$471 




$1,504 

$2,275 

$2,519 


Another way to project Iraq’s 2002 approximate income is to base estimates on a range of 
oil exports to the various countries, positing $20 per barrel as the Iraqis’ cut. 

Bpd $ millions 

Exports to Low Hi 2 h Low Hi 2 h 


Turkey 

10,000 

80,000 

73 

584 

Jordan 

60,000 

135,000 

438 

985 

Iran 

10,000 

100,000 

73 

730 

Syria 

100.000 

280.000 

730 

2044 

Total 

180,000 

560,000 

1314 

4343 


Figures are based on published estimates. IJLTC figures are also included in The Tankere to Jordan 
section above. For some sources, such as ISLTC, insufficient data make it all but impossible to produce 
useful estimates. Estimated income on Saddam’s international investments portfolio has also been omitted. 

These figures are compilations of the figures from the tables in the text. In all instances the authors have 
tended toward a conservative approach, usually taking the lower of a range of estimates, unless there is 
corroborating evidence to show why higher estimates are more accurate. There are other factors which also 
tend to result in under-estimations, e.g., only crude oil prices have been used here, even though possibly up 
to one-third of the illicit exports are refined products, such as diesel fuel, which command a higher price. 
The authors have also estimated that the Iraqis sell oil at a $6/bbl discount; others think the discount is less. 
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V. The Family 

Saddam Hussein has always awarded the highest positions in his government, Army, and 
myriad intelligence and security services to members of his close and extended family, 
ineluding people from both his al-bu Nasir tribe and his hometown, Tikrit, These are the 
only individuals with access to lucrative business dealings and intimate knowledge about 
what Saddam seems to consider “the family jewels:” oil, money and weapons. This 
capsule rundown of the most prominent financial players in Saddam’s inner circle 
illustrates both the extent of these relatives’ power and the reportedly brutal and often 
criminal methods used in their revenue-generating activities. 

In recent years the circle of empowered associates has grown smaller and smaller, as 
Saddam has eliminated potential rivals and alleged spies, eoup plotters and mere 
opportunists whom he suspects of prizing their own political or financial gain above his 
own. Because Tikritis and other relatives have figured so prominently - holding 
important positions in the Republican Guard, the speeial Republiean Guard,^'^ the sundry 
security services and key ministries throughout the government - they have also 
numbered high among those given the axe. 

The net effect of these layers of countervailing influence and authority has been to 
concentrate the rivalry for succession, once spread among an array of senior officials, 
within the immediate family - primarily, that is, between his two sons, Udai and Qusai.^'*’ 
While both men have shown themselves to be bratal, ruthless and remorseless, they have 
very different styles, rarely see eye-to-eye and are longtime rivals in their respective 
quests for power. 

Many commentators have long considered the allocation of spoils to be roughly as 
follows; Qusai exerts primary control over the regime’s defense, intelligence and security 
apparatus, while Udai’s bailiwick concentrates on making money, primarily through the 
sanctions-busting oil trade, accompanied by lucrative smuggling operations in other 
commodities. However, as mentioned above, a closer reading of the evidence over time 
suggests a recent shift. Although Udai has long been making millions by virtue of his 
proteeted status and insider knowledge, over the past few years Qusai has significantly 
eroded his brother's sources of revenue. Where Udai, assuming his position as heir-in- 
waiting was safe, has chosen the path of hedonism and personal enrichment, Qusai, 
instead of amassing a personal fortune, has quietly undertaken to channel the illicit 
earnings into state mechanisms under his control that he can exploit to solidify his grasp 
on power. This financial consolidation on Qusai’s part has run parallel to Saddam’s 
tendency in recent years of showering appointment after appointment on his younger son, 
clearly advertising Saddam's preference for Qusai as his chosen heir. 


An elite unit within the Republican Guard that Saddam packed heavily with members of the Al-bu Nasir 
tribe. 

Saddam and Sadjida Hussein have five children, three girls - Raghad, Rana and Halan - and two boys, 
Udai and Qusai. Saddam has a sixth child, Ali, by his second wife, Samira. 
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In addition to profiling Udai and Qusai, this section offers brief precis of the lives and 
business activities of Lt. Gen. Hussein Kamel, Saddam’s murdered son-in-law and once a 
close associate, weapons procurer and a Baghdad-based organizer of the regime's illicit 
finances; and Saddam's half-brother, Barzan Ibrihim al-Tikriti, formerly a Swiss-based 
member of the Iraqi financial brain trust who is currently out of favor and residing in 
Baghdad. 


Udai Hussein 

Bom in 1964 when his father was in jail, Udai considers himself, as the eldest child, his 
father's rightful heir. However, Udai’s propensity for murder, rape and extortion, 
compounded by his physical and mental disabilities resulting from a 1996 assassination 
attempt, has given his father doubts as to the wisdom of anointing his eldest son. To this 
point, the highest political office he has attained was his 1999 "election" to Iraq’s rubber- 
stamp General Assembly, for which he received, according to his own television station, 
100 percent of the vote from his Baghdad constituency.^” Subsequently he conspired to 
be named the Assembly speaker.'^'* His father, who may have feared Udai's grasp at such 
a high-profile political position, particularly at the expense of a senior Shi’i, Sa’dun 
Hammadi, thwarted him in the Ba'athist hierarchy.^” 

Udai has taken on several other key roles. In 1995, with his father’s blessing, he created 
the Saddam Fedayeen, or Saddam’s Martyrs, a privileged paramilitary force of some 
30,000 that is outside the control of other military stmctures such as the Republican 
Guard. Having grown from a far smaller and more rag-tag unit, the Fedayeen has 
nevertheless had mixed results in the field - it was claimed they were routed by an 
organized tribal force in early 2000 in the south of the country. Qusai has several 
times attempted, unsuccessfully, thus far, to wrest control of the Fedayeen from Udai.^^' 
Recently the group has acquired the collective persona of a feared band of black-garbed 
thugs with a penchant for executions and such gruesome public spectacles as extracting 
the tongues of the President’s critics. 

Udai is also Iraq’s preeminent media mogul. All non-state print media are under his 
control, and he runs the country’s most popular radio and television stations, on which he 
has not hesitated to broadcast popular, even Western offerings prohibited on the state-run 
stations. These media outlets promote Udai as a key political figure and often feature 
government ministers making pilgrimages to his office. They also give him an outlet to 
express his views on democratization and reform, as he stakes out positions that 
distinguish himself from his father, Qusai and incipient business rivals by openly 
criticizing government corruption and the regime’s trade practices and partners.’^^ 


"Uday: election victory a message to Iraq's enemies,” AFP. March 29, 2000. 

"Sa'dun Hammadi Unmoved by Criticism from Udayy Organization," AFSharq al-Awsat, FBIS-NES- 
2000-1025, October 25, 2000. 

"Saddam’s son voted Iraq’s ‘heir-apparent,’” Press, May 18, 2001. 

“A Crushing Defeat for a Special Unit of ‘Saddam’s Fedayeen,”’ Iraq News No. 108, March 31, 2000. 
’’Saddam moves to strip elder son of military clout,” Iraq Press, May 2 1 , 2000. 

™ ’’Report of Saddam illness said to be absurd,” Financial Times, January 4, 2001, and "Uday Saddam 
Husayn Comments on Democracy," Babil newspaper (Baghdad), FBIS-NES-92-177, September 11, 1992. 
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Udai heads Iraq’s Football Federation, Bar Association, Student Federation, Association 
of Artists and Cultural Creators, virtually all the nation’s unions and has eked tremendous 
mileage out of his position as President of the Iraqi National Olympic Committee.^^^ 

On the diplomatic front, in the fall of 2000, Udai's deputy at the Olympic Committee, 
Asil Tabra, was the official greeter at the Baghdad airport for a series of sanctions- 
stretching flights arriving into Iraq.^^'* The implicit Olympic-torch backdrop lent a shade 
of palatability to this charade of placing athletes alongside artists, businessmen and 
politicians on planes that, quite literally, flew in the face of UN sanctions. 

A second abuse of the Olympic shield to expand Udai's political power is the alleged use 
of Olympic warehouses to store commodities imported under the UN's Oil-for-Food 
program.^^^ Whether these humanitarian goods, food and medicines are distributed as 
Iraqi government welfare or sold to the highest bidder, the end-user has no choice but to 
recognize the chosen middleman: the Olympic Committee, run by Udai Hussein. 
Reportedly, any potential importer or exporter must first gain permission from this 
office.^^* 

Udai has also exhibited sophistication in using the Olympic symbol to co-opt another 
actor in the international humanitarian community: the International Committee for the 
Red Cross (ICRC). In an ill-considered humanitarian initiative, the ICRC funded the 
inclusion of a description of its own activities on Olympic lottery tickets.^^’ 

Udai has not resisted using his Iraqi sporting status either to feather his own financial nest 
or to indulge his more sadistic appetites. There have been several high-profile defections 
from Iraqi athletic teams over the past few years in response to Udai's rage at Iraqi losses 
in international sporting events. At first, Udai responded to sporting losses by treating his 
athletes to whippings and tortures such as being beaten on the soles of the feet, dragged 
through a gravel pit and immersed in sewage. But the defections continued, provoking 
Udai to devise a more sophisticated preventive strategy: touring athletes must now post 
bonds and identify accountable family members, lest they defect. Then in December 2001 
Udai granted traveling athletes permission to change dinars into dollars at the official rate 
— that is, 0.330 dinars to the dollar - as long as they agree to surrender $300 of the $400 
they are allowed to exchange.^^* 

Finally on the sports front, Udai has shown himself to be a man of vision. In preparation 
for Iraq’s bid to host the 2012 Summer Olympics, the Committee has been entertaining 
bids, through a Jordanian company, to build a 100,000-seat stadium that would anchor a 


httD://www.olvmDic.org/uk/organisalion/noc/noc uk.asD?noc inilials=lRO . The Iraqi National Olympic 
Committee is officially recognized by the International Olympic Committee. 

"Jordanian, Syrian planes land in Baghdad,” Reuters, November 24, 2000. 

Interview of Defector {Abbas al Janabi) with Al Hayat, October 18-22, 1998, provided by Iraq News 
from Laurie Mylroie. 

David Rose, "Iraq's Arsenal of Terror,” Vanity Fair, May 2002. 

ICRC, "Annual Report 1998 The Gulf: Iraq," 

http://www.icrc.orgAVeb/eng/siteeng0,nsf/iwpList74/C2137F85DA60D8E8CI256B890033D62C 
“Iraqi athletes flee,” Iraq Press, February 1 0, 2002. 
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new, 300-acre Olympic sports complex.^^’ It is hard to fathom whether the regime or 
Udai actually believe the IOC will consider Iraq a serious candidate, or whether the 
much-touted effort represents some combination of domestic public relations, patronage 
disbursement of locally-generated funds and/or international kickbacks from a money- 
laundering scheme, should the bid fail. In any case the project is to get a jumpstart. The 
Distribution Plan for Phase 12 of the UN's Oil-for-Food program, approved by the 
Secretary-General on June 1 3, 2002, includes a $20 million project for construction of the 
Olympic Stadium. 

Perhaps Udai’s most important role has been in the export of Iraqi oil outside of the 
restrictions imposed by UN sanctions. Much of what has been outlined in the previous 
section was initiated, supervised and at times spoiled by Udai Hussein. Luckily for his 
father, and to Udai’s everlasting chagrin, a second son was bom. 


Qusai Hussein 

Two years younger than Udai, Qusai appears to be more caleulating, less impulsive and 
less flamboyant. In contrast to Udai’s loose-cannon killings, the crimes for which Qusai 
bears responsibility appear to be more consistently premeditated and of an overtly 
political nature. Unlike Udai, who is not above abducting women off the streets and 
forcing them to one of his palaces to do his bidding, Qusai has one wife and three 
children, lives quietly and steers clear of the public eye. 

Qusai's path toward the presidency has been through the security and military 
mechanisms of the state. He did not work his way up through the ranks, nor did he extort 
positions or assets, as did Udai. Every one of his posts has come as an appointment by 
his father. Qusai now heads or is his father’s deputy of the most powerful military, 
security and intelligence organizations, including the Republican Guard, the Directorate 
of Intelligence (Mukhabarat), Military Intelligence and the National Security Council.^^° 
He also heads Amn al-Khass, an intelligence unit tasked with surveillance of key 
persoimel in military, security and other intelligence units, along with the Special 
Security Organization (SSO), the agency responsible both for dealing with UN weapons 
inspectors and for hiding the WMD activities from them. The SSO now monitors 
international telecommunications between Iraq and the outside world, including, most 
recently, the satellite broadcast of pleas for exiled dissidents’ prompt return, made by 
their clearly desperate and tormented family members.^^' It was reportedly Qusai who 
managed the situation that resulted in UNSCOM’s departure in 1998, marking his public 
debut in the realm of international political controversy. Finally, Qusai is responsible for 
his father’s personal security, through the Himaya, or palace guard. 


“Baghdad to bid for 2012 Olympics,” Washington Times, March 5, 2002. According to Udai Hussein’s 
website, in early June Iraq signed an agreement with a Turkish company to build an 80,000-seat stadium 
“within the Saddam Sports City” in Baghdad. The report states that the new stadium is being built with UN 
approval, as will the construction of an 8000-seat Indoor Hall, to follow. 

"Saddam Prepares Qusayy for Presidency,” .fZ-SAarq al-Awsal, FBlS-NES-1999-0721, July 17, 1999. 

™ "Iraq tightens noose on dissidents' families," Iraq Press. March 4, 2002. 
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Over the past two years Saddam has appointed Qusai to several more critical posts. He is 
now deputy commander of the Army, a position believed to be senior to that held by the 
Minister of Defense,^^^ As commander also of the northern Army, he would be 
responsible for any future attempts to retake the Kurdish areas outside of the control of 
Baghdad.^^^ In 2000 Qusai was named “caretaker of the presidency’’ in the event that 
Saddam should become incapacitated and was reportedly made head of a family council 
that would govern in the event of Saddam’s death. In May 2001, Qusai was appointed to 
the 18-member Ba'ath Party’s Regional Command, further rankling his elder brother, 
who does not hold a seat on this important party governance board.^’'* 

Making money has not appeared to have been Qusai's highest priority in his climb to 
power. However, from his positions as head of intelligence and the northern Army, he 
appears to have wrested control of the lucrative Turkish trade from Udai. The trade is 
much more orderly than previously and has been set up on a firmer govemment-to- 
govemment basis. He also seems to have moved in on the Syrian oil deal and, as 
mentioned above, enjoys far better relations with Syrian President Bashar Assad than 
does Udai.^^^ Qusai’s Mukhabarat, or secret service, reportedly has embroiled itself in a 
fierce turf struggle with Udai over the lucrative cigarette-smuggling business (see section 
above on Minor Sources of Iraqi Government Income).^^* Qusai is likely able to make 
good use of the money, not so much to support a lavish lifestyle as to retain the loyalty of 
the thousands of members of his various services. 

Barzan Ibrihim al-Tikriti 

Barzan is a half-brother to Saddam Hussein, bom in 1951 to Saddam's mother's second 
husband. He was very close to Saddam in the regime’s early days, when he helped create 
and then headed the Mukhabarat secret service. He was stripped of his intelligence 
position in the mid-1980s, reportedly when he objected to the betrothal of Saddam’s 
eldest daughter Raghad to Hussein Kamel, insisting that Raghad should instead marry 
Barzan’s own son. His compensation or punishment was to have his daughter married 
off to Udai. The marriage didn't last long, and Raghad fled to her parents in Geneva, 
where her father was serving as ambassador to Switzerland and as Iraq’s permanent 
representative to the UN in Geneva.^” From this post Barzan is thought to have created a 
web of companies which held covert and widely diversified investments. 

At the outset of his new career in international investing, the money believed to be under 
Barzan’s control was a rumored $30 billion that Saddam had stashed overseas for any 
future contingencies - which, of course, became vital once sanctions were imposed. 
Barzan anticipated the pinch: immediately after Iraq’s August 2, 1990, invasion of 
Kuwait, he called in tens of millions of dollars of investments from all over Europe, 


"Saddam promotes son to general,” Iraq Press. May 8, 2001. 

"Iraqi Official on Qusay's Rise to Power," RFE/RL, August 13, 1999. 

"Baghdad Television Announces Iraq Command Members, Including Qusay,” Republic of Iraq 
Television, FBIS-NES-2001-0517, May 17, 2001. 

"Saddam mulls fresh cabinet reshuffle to boost son's standing," Iraq Press, August 18, 2001. 

"Saddam's son in clash with Mukhabarat over smuggling,” Iraq Press, August 14, 2001. 

’’’ Ian Black, "Saddam half-brother 'defects' amid feuds in Iraq's ruling clan,” The Guardian, September 9, 
1999. 
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which he moved into Iraq through Jordan’s Central Bank, fearing the international 
embargo that quickly ensued. In that one timely move, he rendered the assets fungible 
for the regime’s purposes and kept them from being frozen by international investigators. 

In 1998 he fell out with Baghdad, in part because of his daughter’s breakup with Udai. 
Barzan was recalled from Geneva but delayed his return for several months and was 
rumored to be considering defecting, with $10 billion of Iraqi assets under his control 
said to be unaccounted for.^^® On his way home Barzan took care to withdraw from an 
Amman bank approximately $5 million which he apparently owed Udai.^^’ Upon his 
arrival in Baghdad, Barzan was watched closely and then interrogated by agents under 
Qusai's direction and by Udai himself. Iraq’s chief diplomat for a decade Barzan, was 
accused of having met with American politicians and intelligence agents during his years 
in Europe and of embezzling the $10 billion. 

Nearly a year later, in September 1999, Barzan al-Tikriti left Iraq, traveling to 
Switzerland and the UAE, amid rampant speculation that he had defected, but all parties - 
- Barzan, the Iraqis and the UAE — denied it.’’’® Barzan and the Iraqi government 
claimed he was visiting family in Geneva, while the Iraqi opposition claimed he was 
trying to clear up embezzlement charges allegedly filed against him by the government of 
Iraq. Still others said he was tidying up financial arrangements in both Switzerland 
and the UAE. In any case, two months later he remmed to Baghdad, where he was once 
again investigated. Since then Barzan has served as an adviser to the President,^'*^ a post 
that may have been intended more to keep Barzan under surveillance than for any 
investment tips he may have to offer. In March 2002 Barzan was further demoted, when 
his Ba’ath party leadership position in Baghdad was revoked. 


Lt. Gen. Hussein Kamel Hassan al-Majid 

Cousin of Saddam Hussein and husband to Saddam’s daughter Raghad, Hussein Kamel 
and his brother Saddam Kamel were brought into the upper ranks of the regime by their 
Uncle Hassan Ali al-Majid, or, as he became known for his brutality against the Kurds, 
“Chemical Ali.” Thanks to Ali al-Majid, the two were admitted to the Republican Guard 
as presidential motorcade motorcycle drivers.’*' Raghad swiftly fell in love with the 
dashing young biker, and with the active backing of her mother, convinced her father to 
spurn Barzan's son and allow her to marry Hussein Kamel, whereupon the young man’s 
future was assured.’"” Hussein's brother also moved up: Saddam Kamel became 
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commander of the Special Security Service, putting him in charge of the bodyguard units 
constituting Saddam’s Presidential Security, a near-sacred position in Saddam’s 
hierarchy. Indeed, it is thought that Saddam married his second daughter, Rana, to 
Saddam Kamel to curry favor among his bodyguards. 

Hussein Kamel rose fast. He was tapped to manage Saddam’s personal security during 
the Iran-Iraq war, when he also managed to greatly expand the elite Republican Guard 
and other special forces. He later served as a senior commander during the Anfal 
campaign in the late 1980s against the Kurds in northern Iraq. He was promoted to 
Lieutenant General and put in charge of intelligence operations, which post he exploited 
both to recruit talented scientists and engineers and to purchase conventional armaments, 
missiles and the critical components for the production of advanced chemical, nuclear 
and biological weapons. He oversaw the build-up of the non-conventional weapons 
program and the transformation of Soviet Scuds into long-range missiles, all the while 
reportedly profiting handsomely from the commissions he negotiated on the arms 
purchases. 

In 1987 Saddam appointed Kamel Minister of Industry and Military Industries and head 
of the Military Industrial Commission (MIC), that portion of the state bureaucracy tasked 
with special projects by the President. Weapons procurement, particularly WMD 
components or other military equipment intended to be hid from international inspectors, 
falls under its purview. The draining of the southern marshes, a vital component in the 
genocide of the Marsh Arabs, was also a task undertaken by the MIC during Hussein 
Kamel's tenure.^'** 

It was in this post as MIC head that Hussein Kamel locked in his fortune. Weapons 
procurement in the 1980s was rife with kickbacks to the buyer, and Hussein Kamel was 
the buyer on behalf of Iraq, armed with billions to spend on arming his country. Former 
Iraqi intelligence chief Wafiq al-Sammarra'i, who defected in early 1995, claimed that 
Kamel made $60 million on one deal alone, by buying missiles from the Chinese.^^^ 

The Jordanian weekly Al-Bilad reported that Kamel developed an elaborate network of 
agents and officers abroad and moved vast amounts of money into offshore bank 
accounts used to purchase information and materials that would help strengthen Iraq’s 
nuclear, biological and chemical programs. Only Kamel himself had knowledge of and 
access to these accounts. 

After Iraq’s defeat at the hands of the US-led coalition in 1991, Hussein Kamel adopted a 
pragmatic stance with regard to the UN weapons inspection program, urging Saddam to 
comply with UN resolutions so that sanctions might be lifted. He also began urging 
reconciliation with the Kurds. Udai, nursing a bitter rivalry with Kamel that dated back 
years, fiercely disputed both these positions. 


"Plant Seized for Canal Project,” Middle East Economic Digest, July 1 , 1 992. 

"Former Intelligence Chief al-Sammarra'I,” ..^Z-SAar-i^aA al-Khalij, FB1S-NES-95-217-S, November 9, 
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A more abrasive source of friction between the two, predictably, was money. As master 
of the kickback, Kamel had developed the authority and expertise in acquiring a fortune. 
But by the early 1990s Udai felt it time to take these matters into his own hands. At first, 
the two ran smuggling operations side by side, and one gets a sense that Udai was the 
junior partner or apprentice.^'** But by 1993 the brothers-in-law had begun to fall out 
over the sanctions-busting oil trade with Iran. Udai, feeling proprietary about what he 
believed was his special relationship with Iranian President Rafsanjani's son Mehdi, tried 
to muscle Hussein Kamel, the senior partner, out of the deal. It appears Udai was not 
able to succeed on his first attempt, but then, flaunting his closer connection to Saddam 
Hussein — son rather than son-in-law - he persisted,^^° and by 1 994 he is believed to 
have taken over most of the Iraq-Iran oil trade. Shortly thereafter, Hussein Kamel went 
to Jordan for brain surgery and remained there to recuperate. Saddam appointed Udai to 
replace Kamel as acting director of the Ministry of Industry a lucrative post Udai may 
well have anticipated would become permanent, assuming that Kamel would thenceforth 
be out of the picture. Kamel’s full recovery and the discovery that his tumor was benign 
frustrated Udai’s ambition to run these posts to his exclusive advantage and thereby 
exacerbated the tension between the two. 

Before long, their partnerships, of which the oil smuggling to Iran was the most lucrative, 
led to rivalry, threats and violence. Udai went on the attack, demanding that Hussein 
Kamel account for every dinar spent on military industries since 1987.^^^ Kamel didn’t 
oblige. Well aware, however, that the groundwork was being laid to discredit and 
marginalize him, in July 1995 he made a foray to Amman to scout it out as a possible 
refuge in the event that he should feel compelled to leave Iraq. 

Kamel returned to Baghdad and, sensing it was indeed time to go, began preparing his 
family’s orderly departure. However, he was forced to flee more hurriedly than expected 
when, after a bitter family argument reportedly over whether or not to cooperate with 
weapons inspections, Udai shot his own uncle, Barzan’s brother and former interior 
minister Watban Ibrahim Takriti, along with several others. Udai allegedly also 
threatened Kamel, who piled his family into a car and headed that same night for 
Amman, along with his brother Saddam Kamel and his family, an entourage of some 30 
others, exclusive knowledge of the secret foreign bank accounts and some $35 million in 
cash.^*^ Rumor had it that a coup was brewing, possibly led by Kamel's uncle, Hassan al- 
Majid, or “Chemical Ali.” 

Once in Amman, having been graciously welcomed by Jordan's King Hussein, Kamel 
and his brother anointed themselves leaders of an Iraqi liberation movement. Few Iraqi 
exiles signed up for his resistance movement, though: opposition members - and 
reportedly King Hussein, as well — were suspicious of his longstanding, deep and bloody 
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ties to the regime. Hussein Kamel reportedly stashed his funds in Amman, presumably 
for safekeeping and investment, with other Iraqi exiles from Saddam's regime. 

Only six months after his widely publicized defection, Hussein Kamel was issued a 
formal pardon and multiple assurances from Baghdad, whereupon he moved his family 
back to Iraq. Almost immediately upon his arrival Hussein and Saddam Kamel, another 
brother, their father and some passersby were murdered at the father’s home. The murder 
was carried out under the close supervision of Udai and, in a rite of “family purification,” 
by their uncle, “Chemical Ali,” the man responsible for bringing them into the family 
business in the first place. Apparently eager to atone for the disgrace of Kamel’s 
defection and to prove his loyalty, Ali, aka Hassan al-Majid, felt obliged to murder his 
nephews. 


Summary 

The surreptitious movement of large quantities of crude oil is difficult to accomplish. 
Oil’s sheer bulk is hard to hide, and by and large, Iraq has not attempted to do so. Rather 
the Iraqis have taken the opposite tack, practically flaunting their sanctions-busting 
activities and denouncing the UN regimen as an unjust infringement on their sovereignty. 
With exports to Jordan and Syria, Iraq has been very public with its intentions and its 
progress toward fulfilling them. At the Turkish and Jordanian borders and the Gulf ports, 
any observer can see the extent of the trade. The Iraqis have attempted to undermine the 
sanctions regime by demonstrating in broad daylight how easy and profitable it can be to 
flout it. 

From Baghdad’s perspective, the neighboring states are partners that can be bought, 
bullied and set at competition with each other. Nor has the regime been wrong in this 
judgement; the governments of Turkey, Syria, Jordan, Iran and even that of the 
autonomous Kurdish areas have all succumbed to the financial temptations of 
cooperating with Baghdad. Other interested parties, such as Saudi Arabia, Kuwait, the 
US and its allies, have at times impeded the sanctions-busting activity — most 
successfully with the Multinational Interception Force — but have never taken any serious 
action to shut the trade down. 

Once having successfully hooked the governments of the neighbor states on the hard- 
currency windfalls, the government in Baghdad has found it a fairly simple task to open 
or restrict the tap according to the political comportment of the neighboring state. 

A little harder to fathom is how the relationship and rivalry between Saddam’s two sons 
fit into an economic overview. Where Udai seems to make lavish use of violence and 
extortion to feather his own nest, Qusai prefers to do so on behalf of the state, albeit one 
he intends to rule. Although Udai was on top during the mid-1990s, Qusai now controls 
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Saddam’s Murdered Sons-in-Law," Washington Report, April 1998. 


69 



285 


not only the security and military apparati, but, in a form of internal and external trade 
war, has pulled some of the key economic assets out from under his older brother. Both 
the Turkish and Syrian trade in oil outside of the UN are primarily govemment-to- 
govemment, thereby benefiting Qusai to the detriment of Udai. It is not clear how 
Saddam Hussein views this tussle between his sons: having witnessed and been enraged 
by a number of Udai’s egregious excesses, has he now assumed a more defensive 
posture, masterminding his own succession, of “divide and rule?” Or has he simply 
chosen Qusai but not yet managed to overcome the formidable power base that Udai has 
built for himself? 

Finally, after the co-optation of the neighbors and the family’s intra-scholastics, dealing 
with the UN has been a breeze. Whenever Saddam Hussein wishes to increase his hard 
currency earnings at the expense of the Oil-for-Food program, the Iraqis shut down the 
export or claim lack of spares and imminent infrastructure collapse, and, as if on cue, his 
supporters in the international community warn of the horrific consequences that will 
befall the already miserable Iraqi people. The UN eases the sanctions regime, Saddam 
gets his hard currency and the oil fields are maintained to a level sufficient for his 
purposes. 
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SECURITY COUNCIL COMMI TJ EF. ESTABLISHED 
BY RESOLUTION 661 (1?90) CONCERNING THE 
SITUATION BETWEEN IRAQ AND KUWAIT 


S/AC.25/2001/OIL/COMM.06 
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Letter dated 1 3 Eebmarv 2001 from the Overseers addressed to the Chajiman 
of the Security Council Com tttittee es tablished bv resolutioQ 66111 990) 
coTicemiTig the situation between Iraq and Kuwait 


S/AC.25/2001/OIiyi330/OC.l0 


13 February 2001 


Sir, 


'^th reference to the attached communicalion dated 1 3 February 2001 from the State 
Oil Mariceting Organization (SOMO) of Iraq, submitting for tht approval of the Security 
Council Committee established by resolution 661 (1990) concertung the situation between 
Iraq and Kuwml the revised pricing mechanisms for loadings of crude oil during 13*2S 
February 2001 in accordance with paragraphs S and 6 of the Procedures to be employed by 
the Committee in the discharge of its responsibilities as required by paragraph 12 of Security 
Council resolution 986 (1995), the Overseers have the following assessment: 

On 6 February the Committee endorsed the revised prices (OSP’s) for February 
loading crude oil that is destined for the European and US markets. Since then the 
attractiveness oflraqi crude oil in these markets has deteriorated further. 

Notwithstanding this deterioration, end-users have been confronted with fob oQers of 
Iraqi crude oil which reflect in general a substantial premium over OSP*s: say between 20 
and 70 cents a barrel, ht an essentially risk-free enviTx>Timenl these premia should be 
considered as excessive. Alfrtough many end-users have sbiec. away frxim paying high 
premia for legal reasons, there have been temporary market conditions under which these 
could be justified economically. There have also been moments however, at which the 
economics should have dictated a smaller premium or even a discount, as could be expected 
at this moment However, no such reduced premia or discounts have occurred for some 
months. 

Export levels seem to have been negatively affected under those conditions in whidi, 
for le^ or commercial reasons, cod-users were not prepared to pay a substantial premium. 

The cumait utuation can be summarized as follows: 

• By far Largest part oflraqi crude on is nowadays sold via middlemcD and trados 
rather than directly to ead-useis (refinoa). The former have a very short term profit 
perfective and often look at tibis isaue on a eargo-by-cargo basis. 
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- The markets have moved in such a way that the OSP’s for Europe and the US are 
currently too high to allow any sales to cnd-uscrs to take place without the mitkilanen/tradae 
accepting negative or zero premia. 

- In absence of end-users paying premia of at least around 20-25 cents per band the 
oil is ^parcntlynot exponed. 

In the context of the foregoing, the Oi! Ovciscers would like to make the following 
observations: 

> The need for price revisions more than once a month is mostly a direct consequence 
of the nature of the contractual structures between SOMO and the end-usexs. 

- SOMO’s contract holders* requests for excessive premia in combination with the 
erratic nature of the exports has been damaging for the income into the UN-Iraq account 

- The Oil OvCTseeis recommendation is motivated by their objective of maximizing 
oil expe^ and income into the UN Iraq account within the contractuail structure as has been 
chosen by SOMO. 

' This contractual structure asks for maiket re^onsive pricing and, as the Oil 
Overseers do not allow a substantial buih-in “proBt cn^on*’, price irvisions may occur 
more often if markets are volatile. 

- The Oil Overseers arc concemed dia^ under the current arrangement, jotcc revisions 
can only go in one direction (i.e. downwards) since there is no mechanism, apart from 
SOMO’s request, to in<7ease prices . 

Notwithstanding the observations above, given the current situation, the Oil 
Overseers would like to recommend to the Committee the proposed SOMO adjustments of 
the pricing mechaniems for US and European destinations for loadings during 13-28 
February, 

Accept, Sir, the assurances of our highest consideration. 

The Overseers 

Alexandre Kramar Morten Buur Jensen 
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ECURJTY mUNCTL COMMITTEE F5TAni.lSHRn 
RESOLl/nON C6\ {1990) CONCERNING THE 
SrrUATlON pfcTWliEN IRAQ AND KUWAIT 


16:36 : UN SECURITY COUNCIL- 

H 

S/AC.25/200 1 /COMM. 83 
7 Fcbmary 2001 
ORIGINAL; ENGl ISJJ 



LETTER DATED 6 FEB RU ARY 2001 FROM THE CHARGE D’AFFAIRES, A.i. OF 
THE PERMAKE?»rr MISSION OF THE UNITED STATES TO THE UNITED NATIONS ' 
ADDRESSED TO THE CHAIRMAN 


TEe Uiuted States Mission to the United Nations presents its compliments to the 
Omiirnan of the Secwi^ Council CooiToittee established pursuant to Resolution 661 
(1990) cosceraing the situation between Iiuq and Kuwait and would hlco to udee this 
oppoitunity to share our concemi about the oil pricing mechaniam. The United States 
has consistcutly siqiported (he oil overBcera* asseaamenta regarding Iraqi oil prices. We 
recognize that it has been particuUiiy difficult fbr du overseers to cacry out dieir 
responsibilitiee over the last several weclu^ and we arc appreciative of their efforts and 
ptofetdonalism. 

Our support for the ovenceis' assessmenls has been based on the assumption that a fair 
marhet value price offbrs the most eHeedve protection against on oil purchaser being in 
die financial position to pay any unauthMized surcharge or kickback to the seller. We am 
very troubled, therefore, by. continuing reports in the business press and communicadons 
wo have received from companies that SOMO is demanding, and some oil buyers are 
paying, a surcharge of 1 0- 50 cents a barrel, to be paid directly to Iraq. Although this is 
clearly a conmveation of UNSC resolutions, ts well as written instructions provided to 
all buyers by the overseers with the agreement of the 661 Committee on December 15. 
2000, some r^orta indicate diat many buyers are not ^ not aware ofthesc facts or are 
simply ignoring them. A Febni^ 2 report from Reulas is typical, and it outlines a vny 
sophltdcated surcharge mechanism that bos been changed in reaction to market; 

"Iraq has meanwhile eased its oil surcharge demand considerably from 
an initial 50 cents per barrel over (he official selling price, but the 
Iraqi govensnent is by no means backing down from its policy. 

Indeed, induitry sources aaid Iraq has softened its cusb request in a bid 
to reflect market evuditions. "RetroaciivemDecembor I, lifters to 
Europe ouiet pay 25 ceoU a barrel and lifters to the U.S. must pay 30 
cents a barrel," said an ofTicial in the Iraqi capital. "Some customexs 
have paid the 40 cents and they will be reimbursed the di ftbrence.” 
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It ii hriportaat tlut the ovorecas sot ircomiBend to the Ccmunittoe e pricing medumiszs 
that leaves loom §of a surcharge. We request that the oil ovencm prepaie t written 
lepoit to the Consnittee on this if sue to include; what their monhoring of the oil ioduatiy 
has indicated rcpidtng payment of the surcharge, an explanacioo for Iraq's much lower 
tkm notmal shipsacBits of crude in larnmo' ^ December, the value of reveiroea lost to 
tlu» Oil>ibr>Food prognun as a ctault of decreaeed oil expoiia and wl>o&er or not there ia 
room in fiie moat zccent pric&ng mechaniam prapoaed by SOMO for impodtion of ■ 
emobarge. We ftulher request that wbes die is completed, the overiccra give a 
presentation cm their fiodingf and observsrttosi to the Conuoitm in a formal meeting. 

While we do not object to the pricing mechanism proposed in your note of 1 Februaiy, 
we hope that the oreneeiB repixt and presemation will provide the Commitiee with a 
buds ibr ni^tfoved cvaluatioiu of future pricing mechanisms and coDsideradon of acdons 
to address proUems. 

Finally; we request chat this uete be cboulaled to memben of (he Committee. 


Accept, Sir, the mioHnoes of my higfacet considesation. 

Sincersfyt 
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From: 

Sent; 

To; 

Cc: 

Subject: 


'Tuesday. March ol 2002 9:41 AM 


‘I^E; Truck briefing points 




Ed: here are 
NEA 
NP 
INR- 


some points building on work Henry did yesterday. Bill W. should approve. Other needed clearers are: 


since this is a briefing of cleared intel. 




Part of the function of the Iraq sanctions committee is for members to share information to improve the operation of 
the sanctions regime. 

U.S. recently became aware that Iraq is diverting to its military certain frucks needed for humanitarian purposes and 
approved on that basis. We intend to present that information to the committee this week. 

Diversion of this type demonstrates again hew the Iraqi regime seeks to manipulate the Oii-for-Food program rather 
than use it as intended for the benefit of the Iraqi people. It indicates the need for great caution and verification when 
dealing with proposals for exports to Iraq. 

U.S. and its partners will continue cooperation to prevent re-armament of the Iraqi regime while working to improve 
situation of Iraqi people. 


Background: Financial Times reported that US will present briefing to the Iraq sanctions committe on Iraqi diversion to 
its military of trucks purchased under the Oil for Food program. Briefing is scheduled for Wednesday, March 6 and 
will include cleared Imagery. 

— Original Messase — : 

From: ' 

Sent: ‘Tipnday, March 04, 2002 3:48 PM 


To; 

Subject: Truck briefing 


Hello, my oame isi ___,and Tm a pol officer working with^om Du^who suggested I get in contact 

with you). ^ants some guidance on what he can reve^ tothe press prior to the NIMA briefing on 

Wednesd^ to the 661 Committee about Iraqi diversion of OFF trucks, uirm^aid that you would have some insight 
about what details he can reveal. Please call me at 44346 wrhen you get the chance. y 

Thanks, j pC 


k 
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Iraq: Oil Pricing 


Comment 


Likely Outcome 


Policy Option 

Maintain status quo 
(retroactive pricing) 


French proposal 

— 1 5-day proactive pricing 

- revise list of oil buyers 
approved to lift Iraqi oil 


UK proposal 
- retroactive pricing for 
buyers on current list; 

~ proactive pricing with 
mandatory lift for buyers 
on "Green List (list selected 
by Committee)" 


Russia, China, France 
oppose; U.S., UK accept 
pending Committee 
agreement on viable 
alternative 


does not prevent GOI 
from imposing surcharge; 
France, Russia, China 
Endorse immediate return 
to proactive pricing; 

U.S., UK currently oppose 
resumption of proactive 
pricing absent obligation to 
Uft 


Russians oppose mandatory 
lift and creation of "Green 
List" selected by Committee 


U.S. end-users will continue 
to boycott purchase of Iraqi 
oil unless/until GOI eliminates 
surcharge 

Oil-for-Food revenue shortfall 
worsens 


unlikely U.S. end-users would 
resume purchase of Iraqi oil 
absent clear indication the GOI 
had terminated imposition of 
surcharge 


Russian proposal U.S., UK oppose renewal of 

— immediate end to proactive pricing absent lift 

retroactive pricing; return obligation and 

to 30-day proactive pricing; 

— Committee to finalize 
approval of oil cash component 
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Tab47 

Batarseh, John M 

From 
Sent: 

To: 


Tuesday. October 03. 2000 12:39 PM 


Cc: 


Subject: 


RE: Follow up on OFF medicines smuggling 


If 1S05'? 


I just talked to . , .a public relations official at Glaxo ) who verified that 

1 5,000 units ofVentolin inhalers out of a total of 1.4 million shipped (in multiple lots) under the OFF“program had been 
diverted to Lebanon (sic?.) He had no details on the chain of custody of the medicine after it left Glaxo, other than to note 
his belief that it was delivered to the UN for distribution. The firm was originally notified by a Lebanese pharmacist who 
noted the influx into his area, and reported it to the company. Glaxo referred the issue to the UN for investigation, and 
apparentiy the UN recovered some of the inhalers. 

The company's position is that: 

a. such diversions pose a health and safety risk, since it is a prescription medicine that should only be provided under a 
physician's order. . 

b. these diversions also undercut the companies legitimate sales in the affected area. 

— Original Messaae — 

From: 

Sent; Tuesdav. October 03. 2000 11:10 AM 

To; 

Cc: 

Subject; Follow up on OFF medicines smuggling 


See London 7109 which I drafted in London last Friday. It looks like we’ve got the goods on one example of smuggled 
OFF medicines (Ventolin appearing in Damascene pharmacies). 

(will check with Radio Free Iraq and/or Glaxo-Wellcome on confiirning the sample we have Is traceable to a 
Glaxo OPF medicine contract 

If that proves correct, we need to develop a plan on how to raise with UN to expose and rectify the problem and in- 
house our own use for PD purposes. This could be very helpful in dismissing the myth that sanctions prohibit 
medicines or sufficient quantities of medicines from going to Iraq. 

N C Your views? 'London 7109 


^ Subject: SMUGGLING OF IRAQI OIL FOR FOOD MEDICINES: CASE OF VENTOLIN 
Cable Text: 

TED3704 
ACTION EUR-00 


INFO LOG-00 AID-00 CEA-01 CIAE-00 COME-00 CTME-00 DODE-00 

SRPP-00 EB-00 EXIM-01 E-00 UTED-00 VC-00 FRB-00 

H-01 TEDE-00 INR-00 10-00 ITC-01 AC-01 NEA-00 

NSAE-00 NSCE-00 OIC-02 OMB-01 OPIC-01 ACE~00 SP-00 

SSO-00 SS-00 STR-00 TRSE-00 USIE-00 G-00 SAS-00 

/009W 

8BF160 300154Z /21 , 

1 
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~^has the item. We should discuss this at PD meeting. But we or the UN need to 
"Ebnfirm the item’ll' actually from one of the batches of medicines of an OFF contract before we roll 
anything out.i 

— OriginarWIessa^ — ^ 

From: , 

Sent Monday. October 02. 2000 5:51 PM ^ 

To: _ ' 

Subject SMUGGLING OF IRAQI OIL FOR FOOD MEDICINES: CASE OF VENTOLIN 

. ■ Is this something to discuss further at Iraq PD meeting? Do we have the actual item in 

our hands as'a prop for a rollout or briefing? 

r 



LONDON 7109 

Printed By: Daniel X Sreebny 10/02/2000 05:52:34 PM 

Subject: SMUGGLING OF IRAQI OIL FOR FOOD MEDICINES: CASE OF VENTOLIN 
Cable Text 

TED3704 
ACTION EUR-00 


INFO LOG-00 
DODE-00 

AID-00 

CEA-01 

SRPP-00 

FRB-00 

EB-00 

EXIM-01 

H-01 

NEA-00 

TEDE-00 

INR-00 

NSAE-00 

SP-00 

NSCE-00 

OIC-02 

SSO-00 

SAS-00 

SS-00 

STR-00 


/009W 


R 291604Z SEP 00 
FM AMEMBASSY LONDON 
TO SECSTATE WASHDC 9105 
INFO IRAQ COLLECTIVE 
AMEMBASSY DAMASCUS 
USMISSION GENEVA 
USMISSION USUN NEW YORK 


CIAE-00 

COME- 00 

CTME-00 

E-00 

UTED-00 

O 

o 

1 

u 

> 

10-00 

ITC-01 

AC-01 

OMB-01 

OPIC-01 

ACE-00 

TRSE-00 

USIE-00 

G-00 


8BF160 300154Z /21 


UNCLAS LONDON 007109 


SENSITIVE 


2 
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DEPT ALSO FOR NEA/PD - DAN SREEBNY AND FARNAZ KHADEM 

DEPT ALSO FOR lO/PHO - BILL GRANT AND lO/UNP - HENRY ENSHER; 

OSUN ALSO FOR ECON - GENE YOUNG AND POL - TOM DUFFY 


E.O. 12958: N/A 

TAGS: PHUM, PREL, ETRD, IZ, SY, UK 

SUBJECT: SMUGGLING OF IRAQI OIL FOR FOOD MEDICINES: CASE 
OF VENTOLIN 


1. (U) SUMMARY: AN IRAQI OPPOSITION GROUP HAS PROVIDED USG 

OFFICIALS WITH SPECIFIC INFORMATION (AND A SAMPLE AND 
RECEIPT) ABOUT ONE EXAMPLE OF THE SMUGGLING OF MEDICINE 
SUPPLIED UNDER THE IRAQI OIL-FOR-FOOD PROGRAM: AN ASTHMATIC 
MEDICINE, "VENTOLIN," NOW APPEARING IN DAMASCUS PHARMACIES. 
DEPT AND USUN MAY WISH TO CONSIDER BEST WAYS TO EXPOSE, 
PUBLICIZE, AND RECTIFY THIS ABUSE OF THE UN OIL-FOR-FOOD 
PROGRAM. END SUMMARY. 


2. (SBU) IRAQI NATIONAL CONGRESS (INC) OFFICIALS BASED IN 
LONDON PROVIDED VISITING SPECIAL COORDINATOR FOR TRANSITION 
IN IRAQ (SCTI) ~ l^ND NEA/NGA DEPUTY DIRECTOR 

HsE^ 28 DETAILED INTORMATION ON ONE SPECIFIC CASE 
k}F SMUGGLIITG to SYRIA OF A MEDICINE INTENDED FOR DISTRIBUTION 
INSIDE IRAQ UNDER THE UN OIL-FOR-FOOD PROGRAM. A MEMBER OF 
THE IRAQI OPPOSITION (WHOSE IDENTITY IS KNOWN TO INC LEADERS) 
PURCHASED A 200 UNIT VENTOLIN INHALER, A COMMON PRESCRIPTION 
MEDICINE FOR TREATING ASTHMA, IN DAMASCUS SEPT 20 FROM A 
PHARMACIST IN THE DAMASCUS SUBURB OF SAYYID AL-ZAINAB. THE 
PHARMACY SELLING THE VENTOLIN WAS "PHARMACISTS UNION" BRANCH 
IN THE JURISDICTION OF "RIF DIMASHQ." THE PRICE PAID WAS 175 
SYRIAN POUNDS, OR APPROXIMATELY 3.50 DOLLARS. 


3. (U) WHEN THE PURCHASER ASKED TO BUY VENTOLIN, THE 
PHARMACIST REPORTEDLY ASKED WHICH BRAND HE PREFERRED, "THE 
IRAQI, THE SAUDI, OR THE CHINESE," AND NOTING THAT THE IRAQI 
WAS "THE CHEAPEST." THE PHARMACIST ADDED THAT THERE WAS A 
GREAT DEAL OF IRAQI MEDICINE ON THE SYRIAN MARKET: IT WAS 
WIDELY AVAILABLE AND WIDELY DISTRIBUTED TO PHARMACISTS BY 
"MERCHANTS," NOT THROUGH SYRIAN GOVERNMENT PHARMACEUTICAL 
CHANNELS. THE PHARMACIST REPORTEDLY BOASTED THAT THERE IS 
"MORE IRAQI MEDICINE DISTRIBUTED IN SYRIA THAN IN IRAQ." 


4, (SBU) VISITING NEA/NGA DEPUTY DIRECTOR ASKED INC LEADERS 
FOR MORE DETAILS ABOUT THE PROVENANCE OF THE MEDICINE TO THE 
PHARMACY. IN HIS PRESENCE, AN INC LEADER SEPT 28 EVENING 
TELEPHONED THE PURCHASER AND ASKED FOR MORE EXPLANATION. 


3 
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5. (U) THE PURCHASED ADDED THESE DETAILS. WHEN HE ASKED THE 

PHARMACIST HOW HE HAD GOTTEN IRAQI MEDICINE TO SELL, THE 
PHARMACIST REPORTEDLY ANSWERED THAT SOMEONE, A RETAIL 
MERCHANT, HAD BROUGHT HIM 200 VENTOLIN INHALERS TO SELL. HE 
EXPLAINED THAT VENTOLIN WAS IN SHORT SUPPLY IN THE SYRIAN 
GOVERNMENT PHARMACEUTICAL STOCKS. IN GENERAL, THE PHARMACIST 
COMMENTED THAT THE RETAIL MERCHANTS RESELLING THE IRAQI 
MEDICINES GET THEM EITHER FROM DRIVERS WHO BRING THEM FROM 
IRAQ FOR RESELL OR FROM DRIVERS WITH CARGOS DESTINED FOR IRAQ 
BEFORE THEY EVER ENTER IRAQ. 


6. (U) VISITING USG OFFICIALS WERE PROVIDED THE VENTOLIN 

INHALER AND RECEIPT, WHICH WILL BE BROUGHT BACK TO THE DEPT. 
IT IS A 200-DOSE VENTOLIN INHALER, MANUFACTURED BY 
GLAXO-WELLCOME . WRITTEN ON THE CONTAINER IS "MADE FOR GLAXO 
GROUP LTD BY GLAXO OPERATIONS OK LTD, GREENFORD, ENGLAND." 
STAMPED ON THE CONTAINER IS "LOT 10507203 (NOTE: OR POSSIBLY 
10567203, THE FOURTH DIGIT IS HARD TO READ, IT IS EITHER 0 OR 
6), MANFD MAY 1998, EXP MAY 2001." 


7. (SBU) COMMENT: THE SMUGGLING OF VENTOLIN FROM IRAQ TO. 
SYRIA IS NOT A NEW STORY, HAVING APPEARED IN EARLY SEPTEMBER 
IN THE ARAB PRESS AND ON PRAGUE-BASED RADIO FREE IRAQ. 
HOWEVER, NOW THE USG IS IN POSSESSION OF AN INHALER WITH 
SPECIFIC MARKINGS, WHICH OUGHT TO BE TRACEABLE TO AN OIL FOR 
FOOD MEDICINE SHIPMENT TO IRAQ THROUGH THE UN SANCTIONS 
COMMITTEE AND GLAXO-WELLCOME. WE HAVE NO REASON TO DOUBT THE 
ACCURACY OF THE INFORMATION AND SAMPLE PROVIDED BY THE INC. 

UN SANCTIONS AGAINST IRAQ ARE WIDELY BUT FALSELY CRITICIZED 
FOR NOT ALLOWING MEDICINES, OR SUFFICIENT QUANTITIES OF 
MEDICINES, INTO IRAQ. DEPT MAY WISH TO WORK WITH USUN ON THE 
BEST WAYS TO EXPOSE AND PUBLICIZE THIS MEDICINE SMUGGLING, AN 
ABUSE OF THE OIL FOR FOOD PROGRAM, AND WITH THE UN ON 
MEASURES TO STEM THIS ILLICIT TRADE. DEPT MAY ALSO WISH TO 
PUBLICIZE THE ABUSE MORE IN USG IRAQ PUBLIC DIPLOMACY 
EFFORTS . 

LADER 

NNNN 


End Cable Text 

C 

Printed By: 




10/02/2000 05:52:34 PM 
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From: 

Sent: 

To: 


1 be 


C J 

Friday. March 02. 2001 9:13 PM 


- 


d C_ 


Cc: 

Subject: 


Iraq! Cheating on Contracts and tfie ^ 


2 ] 


Just got off the phone with an industry analyst, v^o passed on two interesting items. 

First, the analyst says Iraq has started charging an even heftier illicit “in-land transportation fee" as part of commodities 
contracts. The fee far exceeds the actual costs of in-land transportation. For example, on recent rice contracts, Iraq 
charged $50 per ton. (Iraq purchased about 1.1 million tons of rice last year. At $50 dollars per ton, they would make $55 
million on rice alone.) The fee is, of course, payable to an Iraqi bank account, not the UN escrow account. During phases 
VII and most of VIII, Iraq actually wrote the fee into commodities contracts. It is now writing the fee into a side letter. The 
analysts also points out that Iraq's contracts are generally very generous, so there's plenty of room for influence buying 
and kickbacks, etc. If we want to keep money out of the regime's hands, we should probably look for ways to stop this 
type of cheating. 

Second, Iraq has apparently begun giving the gift-giving C ^FF contracts, which he then sells to traders at a 

nice profit. He apparently Just put up for sale a contract for 25.000 tons of rice. At current rice prices, he'll pocket about 
$625,000 from this contact alone. As far as i can tell, there is no readily available way to know, at least at the time of the 
initial transaction, that the Iraqis are giving him a contract- Traders in the market find out when he offers it up for sate. 
Depending on how the deal is structured, the UN could possibly find out when the contract is submitted to OIP. Assuming 
we can determine a contract is his, any way to stop payment under OFF? 


Tab 48 
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Tab 49 


UNITED NATIONS 



NATIONS UNIES 


SECURITY COUNCIL COMMITTEE ESTABLISHED BY RESOLUTION 661 (1990) 
CONCERNING THE SITUATION BETWEEN IRAQ AND KUWAIT 


S/AC.25/2001/On71330/OC.26 ^ 26 January 2001 


TO: JSC “ZARUBEZHNEFTEGAZ” 
RUSSIA 


FAX NO.: 011-7095-331-1297 

FAX NO.: (212)963-1628 

ATTENTION: Mr. A. T. KONDRATYUK 

REF.: OIL-FOR-FOOD ARRANGEMENT 

TOTAL NUMBER OF TRANSMITTED PAGES INCLUDING THIS PAGE: 1 


Re: 


Contract Number: M/09/19 UN REF; S/AC.25/2001/OIL/1 330/COMM. 19 

Between. SOMO and “ZARUBEZHNEFTEGAZ” 


Date of Receipt: 

Quantity: 

Quality: 

Pricing Formula: 
Port of Loading: 


26 January 2001 
12,000,000 bbis 
Basrah Light 

Europe and/or USA Markets 
Mina al-Bakr 


FURTHER TO YOUR ABOVE REFERENCED APPLICATION FOR APROVAL 
OF THE OIL CONTRACT, PLEASE BE ADVISED THAT THE APPLICATION 
HAS BEEN: 


B APPROVED 


cc: 

SOMO 
BNP Paribas 

SAYBOLT ROTTERDAM 

PERMANENT MISSION OF IRAQ TO THE UN 
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01/26/01 FRI 16:11 FAX 212 963 1628 UNBQ NYK 


(lOOl 


»««»«»»«»«»«««*«««»»* 
**t TX REPORT **« 
*«»*»*»««*******»»»»» 


TRANSMISSION OK 


TX/RX NO 
CONNECTION TEL 
CONNECTION ID 
ST. TIME 
USAGE T 
PCS, SENT 
RESULT 


2255 

901170953311297 

01/26 16:11 
00 '27 
1 

OR 


UNITED NATIONS 



NATIONS UNIES 


SECURiry COUNCIL COMMITTEE ESTABLISHED BY RESOLUTION 661 (1990) 
CONCERNING THE SITUATION BETWEEN IRAQ AND KUWAIT 


S/AC.2S/2001/OIL/133Q/OC-26 26 January 2001 


TO: JSC “ZARUBEZKNEFTEGAZ” 
RUSSIA 

FROM; THE OIL OVERSEERS / 

/ UNDER SECURITY COUNCIl/| 

[ RESOLUTION 986 (1995) i 

FAX NO.: 011-7095-331-1297 

FAX NO.: (212)963-1628 

ATTENTION: Mr, A. T. KONDRATYUK 

REF.: OtL-FOR-FOOD ARRANGEMENT 

TOTAL NUMBER OF TRANSMITTED PAGES INCLUDING THIS PAGE: I 


Re: Contract Number: M/09/19 UN REF: S/AC.25/2001/On-/l 330/COMM. 19 

Between: SOMO and '‘ZARUBEZHNEFTEGAZ” 

Date of Receipt: 26 January 2001 
Quantity: 12,000,000 bbU 

Quality: Basrah Light 

Pricing Formula: Europe and/or USA Markets 
Port of Loading: Mina al-Bakr 


FURTHER TO YOUR ABOVE REFERENCED APPLICATION FOR APROVAL 
OF THE OIL CONTRACT, PLEASE BE ADVISED THAT THE APPLICATION 
HAS BEEN; 
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01/26/01 FRI 16:07 FAX 212 963 162S 


12)001 


TRANSMISSION OK 

TX/RX NO 
CONNECTION TEL 
CONNECTION ID 
ST. TIME 
USAGE T 
PGS. SENT 
RESULT 


****************%**** 
*** TX. REPORT *** 

tt*****t**********tt* 


2256 

901198265932007 
SOHO (AMMAN) 

01/26 16:06 
0118 
1 

OR 


UNITED NATIONS 



NATIONS UNIES 


SECURITY COUNCIL COMMITTEE ESTABLISHED BY RESOLUTION 661 (1990) 
CONCERNING THE SITUATION BETWEEN IRAQ AND KUWAIT 


S/AC.25/2001/OIiyi33Q/OC.26 26Janui 


TO: JSC “ZARUBEZHNEFTEGAZ” 
RUSSIA 

FROM; THE OIL OVERSEERS j 

( UNDER SECURITY COUNCIL] tt 

1 RESOLUTION 986 (1995) /I 

r i- 

FAX NO.: 01 1-7095-33 1-1297 

FAX NO.; (212)963-1628 

ATTENTION: Mr. A. T. KONDRATYUK 

REF.: OIL-FOR-FOOD ARRANGEMENT 

TOTAL NUMBER OF TRANSMUTED PAC^ INCLUDING THIS PAGE: 1 | 


Coatract Number M/09/19 UN REF: S/AC.25/2001/01L/1330/COMM. 19 
Between: SOMO and “ZARUBEZHNEFTEGAZ” 


Date of Receipt: 

Quantity: 

Quality: 

Pricing Fonnula: 
Port of Loading: 


26 January 2001 
12,000,000 bbls 
Basrah Light 

Europe and/or USA Markets 
Mina al-Bakr 


FURTHER TO YOUR ABOVE REFERENCED APPI JC ATION FOR APROVAL 
OF THE OIL CONTRACT, PLEASE BE ADVISED THAT THE APPLICATION 

TI A C RI717XT. 
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01/26/01 FRI 16:20 FAX 212 963 1628 lINBQ NYK 8°° 


*««»»***«**»*«*»*«*»« 
**# TX REPORT *** 
W.***»**»******t*****»: 


TRANSMISSION OK 

TX/RX NO 
CONNECTION TEL 
CONNECTION ID 
ST, TIME 
USAGE T 
PGS, SENT 
RESULT 


2257 

32086 

TREASURY 
01/26 16:20 
00'29 
1 

OK 


UNITED NATIONS 



NATIONS UNIES 


SECURITY COUNCIL COMMITTEE ESTABLISHED BY RESOLUTION 661 (1990) 
CONCERNING THE SITUATION BETWEEN IRAQ ASD KUWAIT 


S/AC.25/2001/OIL/I33Q/QC.26 26 January 2001 


TO: JSC “ZARUBEZHNEFTEGA2” 
RUSSIA 

FROM: THE on. OVERSEERS / 

/ UNDER SECURITY COUNCn/lf 

1 RESOLUTION 986 (1995) /| 

FAX NO.: 011-7095-331-1297 

FAXNO.: (212)963-1628 

ATTENTION; Mr. A T. KONDRATYUK 

REF.; OE.-FOR-FOOD ARRANGEMENT 

TOTAL NUMBER OF TRANSMTITED PAGES INCLUDING THIS PAGE: 1 


Contract Number: M/09/19 UN REF: S/AC25/2001/OIL/1 330/COMM. 19 
Between; SOMO and “ZARUBEZHNEFTKGAZ” 

Date of Receipt: 26 January 2001 
Quantity: 12,000,000 bbls 

Quality: Basrah Light 

Pricing Formula: Europe and/or USA Markets 
Port of Loading: Mina aUBakr 


FURTHER TO YOUR ABOVE REFERENCED APPLICATION FOR APROVAL 
OF THE OIL CONTRACT, PLEASE BE ADVISED THAT THE APPLICATION 
HAS BEEN: 
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01/26/01 FRI 16:33 FAX 212 963 1628 UNHQ NYK 


*** TX REPORT t** 
«»«»«»«»*«»**«***«*«« 


TRANSMISSION OK 


TX/RX NO 
CONNECTION TEL 
CONNECTION ID 
ST, TIME 
USAGE T 
PGS. SENT 
RESULT 


2261 

901131104353600 
SAYBOLT 
01/26 16:33 
00'31 
1 

OK 


UNITED NATIONS 



NATIONS UNIES 


SECURITY COXJNCTI- COMMITTEE ESTABLISHED BY RESOLUTION 661 (1990) 
CONCERNING THE SITUATION BETWEEN IRAQ AND KUWAIT 


S/AC.2S/2001/OIU1330/OC.26 26 January 2001 


TO: JSC “ZARUBEZHNEFTEGAZ” 
RUSSIA 

FROM: THE OIL OVERSEERS / 

/ UNDER SECURITY COUNCH/Jf 

1 RESOLUTION 986 (1995) /| 

FAX NO.: 011-7095-331-1297 

FAX NO.: (212)963-1628 

ATTENTION; Mr. A. T. KOKDRATYLfK 

REF.: OflL-FOR-FOOD ARRANGEMENT 

TOTAL NUMBER OF TRANSMITTED PAGES INCLUDING THIS PAGE: 1 


Re: 


Contract Number; M/09/19 UN REF: S/AC.25/2001/OIL/1330/COMM. 19 
Between: SOMO and “ZARUBEZHNEFTEGAZ” 


Date of Receipt: 

Quantity: 

Quality: 

Pricing Formula; 
Port of Loading: 


26 Janaary 2001 
12,000,000 bbls 
Basrah Light 

Europe and/or USA Markets 
Mina aUBakr 


FURTHER TO YOUR ABOVE REFERENCED APPLICATION FOR APROVAL 
OF THE OIL CONTRACT, PLEASE BE ADVISED THAT THE APPLICATION 
HAS BEEN; 
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01/26/01 FRI 16:28 FAX 212 963 1628 


linoi 


TRANSMISSION OK 

TX/RX NO 
CON'NECTION TEL 
CONNECTION ID 
ST. TIME 
USAGE T 
PGS . SENT 
RESULT 


*** TX REPORT *** 

*******t****t**tti(*** 


2258 


IRAQ 

01/26 16:28 
0019 
1 

OK 


UNITED NATIONS 



NATIONS UNIES 


SECURITY COUNCIL COMMITTEE ESTABLISHED BY RESOLUTION 661 (1990) 
CONCERNING THE SITUATION BETWEEN IRAQ AND KUWAIT 


S/AC.25/2Q01/OB7I330/OC.26 26 January 2001 


TO: JSC “ZARUBEZHNEFTEGAZ” 
RUSSIA 

FROM; THE OIL OVERSEERS / 

/ UNDER SECURITY COVNCTLIU 

1 RESOLUTION 986 (1995) § 

FAX NO.; 011-7095-331-1297 

FAXNO.: (212)963-1628 

ATTENTION: Mr. A. T. KONDRATYUK 

REF.: OIL-FOR-FOOD ARRANGEMENT 

TOTAL NUMBER OF TRANSMITTED PAGES INCLUDING THIS PAGE: 1 


Re: Contract Number; M/09/19 UN REF: S/AC,25/2001/OIL/1330/COMM. 19 

Between; SOMO and “ZARUBEZHNEFTEGAZ” 

Date of Receipt: 26 January 2001 
Quantity: 12,000,000 bbls 

Quality: Basrah Light 

Pricing Formula; Europe and/or USA Markets 
Port of Loading; Mina al-Bakr 


FURTHER TO YOUR ABOVE REFERENCED APPLICATION FOR APROVAL 
OF THE OIL CONTRACT, PLEASE BE ADVISED THAT THE APPLICATION 
HAS BEEN: 
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26-JP1N-20O1 13:49 


ZARUBEa^^TES^ 


TO 61012129631628 


0,/m, /t>AS' 

CONTRACT M/09/19 Annendix II 

SOMO(lraq) - ZARtrBEZHNEFTEGAZ(Rusia) Appendix u 

APPLICATION FORM TO REQUEST APPROVAL OF CONTRACT 

The attached contract wife the Iraqi State Oil Marketing 
Organization (SOMO) for fee purchase of pettoleum and/or petroleum 
products is submitted for approval in accordance with paragraph 1 (a) of 
Security Council resolution 986 (1995), Security Council resolution 1111 
(1997), Security Council resolution 1143 (1997), Security Council 
resolution 1 153 (1998), Security Council resolution 1210 (1998) Security 
Council resolution 1242 (1999) Security Council resolution 1281 (1999) 
Security Council resolution 1302 (2000) SecuriQ' Council resolution 1330 
(2000) and fee procedures of fee Security Council committee established 
by resolution 661 (1990) concerning fee situation between Iraq and 
Kuwait, adopted at its 142'^ meeting held on 8 August 1990. 


(DC.iJ 


Information about the Purchaser 

Name of purchasing entity ; JSC "ZARUBEZHNEFTEGAZ” 

Place of registration ; Moscow, Russia 

Address; MOSCOW 117939, STROITELEI STR. 8/1 

Contact person ; U. P. MALACHAEV 

Telephone ; 7-095-332-5258 

Teiefiix ; 7-095-331-1297 

Telex: 485123 GAZRU 

E-mail : zargaz@go.ru 

Summary of Contract terms 


Quantity of Crude Oil ; 1 2,000,000 BBLS 

Quality of Crude Oil : SOMO Standard Export Quality 

Pricing Formula : SOMO Standart Applicable Pricing Mechanism 

Date(s) of Loading at Ceyhan : 

Date(s) of Loading at Mina Al-Bakc : 

Name of vessel and destination (if availsfele) ; 

Payment details (draft of itrevocabielVC, etc.) ; 

Please find attached a copy of fee contract, draft irrevocable 

Latter of Credit to be cj)^ened and all supporting documents. 

Signature : 






TOTAL P.01 
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FROM : SBFl 


PHE>t NO. : 95S4355 


Jan. 25 2001 09;06PM PI 


3APyBEMH£0TBrA3 

3AKPblTOe AKiiHOHEPHOE 


FocaiM. 1 77420, Moama, yjt. HoyotapemfiiaaiMaam,, 69 » 
Tut. (DSS}332S2~SsatMKc09SiS57-f3^T 



Jii, K r»>r 

mRUBEZUNEFTEGAZ 

JQ!Nr$Ti3CKC-0MPANY 


SSi. NBVodur9m09hmsk»ya stf.. 117420, Uoscew.JUussia 
Tti. {09S)$3g^-S8. fax (0SS)33^-'>2-9? 


Ref 




Date ^ts: gy. .ataev^. 


He 4 }T«HOMy KOHTpojiepy 
OT PoCCHfiCKOfi ‘PcaepaiiHH B OOH 
r-HV A.B. KpaMCDV 


VBawaeMbiii AJicKcan^lp BacMJibeBHn! 


ripocHM Bac npoH 3 BecTM 3 KcnepTH 3 y KOHipaicra m M- 09/19 ot 1 1 ansaps 
2001 r. Me>Kjiy 3 AO « 3 apy 6 eJKHe 4 )Tera 3 » m SOMO Pe^yOjiHklTlipaK h 
oKaaaTL coiieKCTBHe b ero perHcxpauMH b xoMHTexe Ks 661 OOH. 


C ysa^cHHeM, 



reHepan&HMK ;iHpeKTop 


A.T. KoH/ipaTiOK. 
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FROM : SBFI 

;i-JAK-G] 


PHONE NO. : 9584355 


Jan. 25 2001 09:07PM P2 



FA'i KO, 00964! 2353925 


p 


REPUBLIC OF IRAQ 
MINISTRY OF OIL 
STATE OIL MARKETING 
SOMO 

REF: Ml/ ^'''1 
DATE: '1/2001 
// 

TO r JSC ‘•^ARl^BEZHNl:^'TKGA^" - MOSCOW 
FAX : 7095 292 98 49 


ATI’: MR. V. K.ONDRACHUK- DIRECTOR 



WE ARE PLEASED TO ATTACH HEREWITH SECTION ONE (SPECIFIC 
PROVISIONS) OP THE ABOVE CONTRACT, DULY SIGNED BY OUR SIDE, PLUS 
appendices one and TWO- 

WE KINDLY REQUEST YOU TO SIGN THE CONTRACT AND FAX IT BACK 
TO US, ALSO PLEASE FAX SAID CONI RACT TO U.N. OVERSEERS. 

TaWKING YOU. 


/K', fir fi/if- 


SADDAM Z. HASSAN 
EXECUTIVE DIRECTOR GENERAL 
SOMO 


Ari’ACllED/ AS ABOVfi 
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ADDKSmmi NO- (1) TO CONTRACT 
NO. M/09/19 DATED 11/01/2001. 


STATE OIL MARKETING ORGANIZATION (SOMO) AND JSC 
ZARUUEZHNKITGAS - MOSCOW AGREED THAT ARTICLE THREE (J) 

quantity and qcauty is amended to read 


TYPE OK CRUDE QUANTITY PORT OF LOAPTiNG 

IJASRAULICUT 12,000,000 BBLS ALBAKR 

ALL OTHER TERMS AND CONDITIONS SHALL REM,\IN 
UNCHANGED. 


DONE AND SIGNED ON THE 18"* DAY OF JANUAJlY 20t)L 






FOR SELLER 

SaDOAM 2. ilASSAN 
KXECUTtVC DIRECTOR GENERAL 
SOMO 


FOR 
A.T. KONDRAI Yt'K 
GENERAL DlrtSCTOR 
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REPUBLIC OF IRAQ 
MINISTRY OF OIL 
STATE OIL MARKETING 


REF : 

Ml/ y ^ B 

S O 

M O 

DATE : 

/1/20C1 



TO ; 

2ARUBEZHNEFTGAS - 

MOSCOW 

FAX ; 

7095 2000 645 / 


331 i-L 

ATT ; 

MR. HASAN 


RE ; 

CRUDE OIL CONTRACT 

NO. 

M/09/19 


WITH REFERENCE TO ARTICLE POOR (PRICE) OK OUR ABOVE CONTRACT, 
PLEASE FIND HERE BELOW OUR APPLICABLE PRICING MECHANISMS FOR 
LOADINGS DURING THE PERIOD 1ST UPTO 31ST JANUARY 2001 AS FOLLOWS 
1 - FOR THE EUROPEAN MARKET ; - 


- KIRKUK BX CEYHAN « BRENT DATED LESS U.S. DLRS . - 3.00/aaL 

- DASRAH LIGHT EX-AL BAKR = BRENT DATED LESS U.S. LfLU^ . b.^U/SaL 
2- FOR THE U.S. MARKET 


- BASRAH LIGHT EX AL-BAKR FOR LOADING DURING 1-31 J.AN . 2001. 

- W'i'I (SECOND MONTH) * U.S. DLRS 8.70/BBL. 

KIRKUK EX CEYHAN FOR LOADINGS- DURING 20 DEC. 2000 UPTO 
31 JAN. 2001. 

» WTI (FIRST MONTH) LESS U.S. DLRS, 7.80/BBL 

- API ESCALATION / DB - ESCALATION 

the resulting KIRKUK PRICE IS TO REDUCED BY U.S. DLR. O.Cl FOR 
THE EACH WHOLE ONE TENTH OF A DEGREE API BELOW 35.00 DEGREES 
AND TO BE INCREASED BY U.S. 0.01 FOR EACH WHOLE CNB TENTH OF A 
DEGREE API ABOVE 36.00 DEGREES. 

AND THE RESULTING BASRAH PRICE IS TO BE REDUCED BY U.S. 

DLR. 0.01 ONE TENTH OP A DEGREE API BELOW 34.00 DEGREES AND TO 
BK INCREASED BY U.S. DLR. 0.01 FOR EACH ONE TEITl’H OF A DEGREE 
API ABOVE 34.00 DEGREES. 

THE FINAL CRUDE OIL PRICE IN US DOLLARS PER BARREL FOR EACH 
SHIPMENT SHALL BE CALCULATED AS PER SOMO • S STANDARD PRICING 
MECHANISM. THE CALCULATED PRICE SHALL BE CONVERTED INTO EURO 
CURRENCY. TO BE STIPULATED IN THE COMMERCIAL INVOICE, BY USING THE 
EURO/US DOLLAR EXCHANGE RATE OF THE EUROPEAN CENTRAL SANK (ECBJ 
FOREIGN EXCHANGE REFERENCE RATE QUOTED AT 2. .15 PM C.E.T. AS- 
REPORTED ON THE ECB WEB SITE WWW. ECB , INT., ROUTED TO 4 DECIMAL 
PLACES. ON THE LAST QUOTATION DAY OF THE PRICING PERIOD FOR THAT 
SHIPMENT. 

IK NO ECB EXCHANGE RATE IS REPORTED ON THE LAST QUOTATION DAY THEN 
THE RATE REPORTED ON THE LAST BUSINESS DAY BEFORE SUCH LAST 
QUOTATION DAY SHALL BE USED. 

THE FINAL UNIT PRICE WILL BE ROUNDED OFF TO 3 DECIMAL PL.ACES . 

BEST REGARDS . 

SADDAM Z . HASSAK 
EXECUTIVE DIRECTOR GENBRAI.. 
SOMO 
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STATE OIL MARKETING ORGANIZATION 
CRUDE OIL SALES CONTRACT 


NO. M/09//f 
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SECTION ONE 
SPECIFIC PROVISIONS 
F.O.B. CRUDE OIL SALES CONTRACT 
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FOB SALES CONTRACT 
CONTENTS 
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Article Six 
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Article Eight 
Article Nine 
Article Ten 

Section ITvo 
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Article Six 
Article Seven 
Article Eight 
Article Nine 
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Article Eleven 
Article Twelve 
Article Thirteen 
Article Fourteen 
Article Fifteen 

Appendix I 
Appendix II 
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Quantity and Quality 

Price 

Reopener 

Payment 

SOMO Standard Documentation. 
Approval of Contract 
Special Conditions 
Addresses 


Measurement and Sampling 

Risk and Property 

Lifting Programme 

Nomination of Vessels 

Vessel Berths 

Loading Conditions 

Demurrage 

Taxes and Duties 

Tei iuiimtioii in the event of 

Liquidation or Default 

Assignment 

Destination 

Force majeure 
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Applicable Law 

Form of Letter of Credit 

Application Form to Request Approval of 

Contract. 
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Contract between State Oil Marketing Organization (SOMO) 

(hereinafter called SELLER) of the one part and JSC “ ZarUBEZHNEFETGaZ” - 
MOSCOW (hereinafter called BUYER) of tire other pait. 

Whereby it Is agreed as follows > 


SECTION ONE 

Wherever the General Provisions of Section Two, attached and 
herein incorporated in this Contract, are at variance or in conflict with this 
Section One, Uie provisions of Section One shall govern. 

AR JICLE ONE 


DEFINITIONS 

As used in this Contract, unless otherwise provided, the following 
words and tenns shall have the following meanings > 


Bs^rrel 


Day 


Bnri'ol per 
Day (U/d) 



Dollar ($) 

Euro 

Month 


Quarter 


means forty-two (42) U.S. Gallons at sixty degrees 
(60’ ) Fahrenheit and at normal atmospheric pressure. 

means a period of twcnly-four (24) running hours 
Commencing at 00.01 hours local time at the port 
of loading. 

means the average number of barrels of crude oil 
supplied during a calendar* day as defined above. 

means "Free on Board*’ as referred to in the ICC 
Incoterms 1990. 

The currency of die United States of America. 

The currency of the Europeaji Union 

means Gregorian Calendar mon.tli commencing, 

ot 00.01 hnuvR local Itine at the port of iciadinp; 
on first day of the month. 

means a period of three (3) consecutive months 
Beginning Oh a I** January or a 1*‘ April or a 1*^' 
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Year 


means a Gregorian Calendar Year. 


Apt Gravity 


SCR 986 


means scale adopted by the American 
Petroleum Institute for expressing the specific 
Gravity of crude oil. 

means Security Councii resolution 986 (1995) 
of 14 April 1995. 


SCR I 1 11 


means Security Council resolution 1 1 1 1 (1997) 
of 4 Jime 1997. 


SCR 1143 


means Security Council resolution 1143 (1 997) 
of 4 December 1997. 


SCR 1153 


means Security Council resolution 1 153 (1998) 
of 20 February 1998. 


SCR 1210 


means Security Council resolution 1210 (1998). 
of 24 November 1998. 


SCR 1 242 
SCR 1281 
SCR 1302 
SCR 1330 
661 Committee 

Procedures 

Overseers 


Inspectors 


means Security Council resolution 1242 (1999) 
of 21 May 1999. 

means Security Council resolution 1281 ( 1999) 

Of 10 December 1999. 

means Security Council resolution 1302(2000) 
of 8 June 2000. 

means Security Council resolution 1330 (2000) 

Of 5 December 2000. 

means the Security Council Committee v 

established by Security Council Resolution 661 '■j , 

(1990). 

means the procedures to be employed by the 
661 Committee (United Nations document 
S/1996/636, dated 8 August 1996), 
means the independent experts in international 
Oil trade appointed by the Secretary-General of 
'rhe United Nations pursuant to SCR 986 and 
the procedures. 

means the independent oil inspection agents 
Appointed by the Secretary-General pursuant 
to SCR 986, 
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ARTICLE TWO 


1 . Subject to Article Eight below, this Contract shall become effective 
ontheil'*^ day of January, 2001, and shall continue thereafter 
until the31^^ of March 2001, unless renewed by mutual 
agreement. 

2. The ultimate consumer of the crude oil sold under this Contract 
shall be Europe and/or U.S.A. Markets. 

Any change in the destination is subject to the prior approval of 
Seller. 


ARTICLE THREE 


QUANTITY AND QUALITY .■ 


1. SELLER undertakes to sell and deliver FOB and BUYER 
undertakes to purchase, receive and pay for the followings 


Type of Crude Quantity 


KIRKUK 8,000,000 BBLS CEYHAN 

DASRAH LIGHT 4,000,000 BBLS ALBAKR 




2. The quality of the crude oil shall be the standard export quality 
available at the port of loading from time to time. 

3. Quantities shall represent contracted quantities or number of 
barrels per day contracted multiplied by the number of days of 
the relevant period stipulated in sub Article 2.1 

4. Quantities shall be lifted as evenly as possible over tiie emu-se 
of such delivery period in lots of approximate barrels and as 
will be agreed between BUYER and SELLER. 
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5. Quantities lifted under allowed operational vessel slippage shall 
be deemed as part of the contracted quantities of the period, 

0. In case when SELLER, for reasons technical or otlicrwise that 
are beyond Ms control, is unable to meet his full contractual 
commitments, SELLER shall have the rigiit to reduce the, 
contracted quantities for the duration of the pei-iod when such 
circumstances shall prevail. SELLER shall advise BUYER as 
soon as possible before the beginning of any period during 
which supplies to all buyers are to be reduced. 

7. In no event shall any loading start beyond the of June, 

2001, unless the Security Council has authorized sales beyond 
that date. 
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ARTICLE FOUR 


rRfCE : 


3 , The piice(s) of the crude oil to be delivei*ed under this contract 
shall be as follows:- 


PYPE OF CRUDE 


PORT OF LOADING 

KIRKUK. 

36.00 

CEYHAN 

BASRAH LIGHT 

34.00 

ALBAKR. 



Price shall be ilie standard SOMO price as agreed upon between 
SOMO and the United Nations from time to time. 



5 
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ARTICLE FIVE 


UP.OPENF.R: 


Each party shaiJ have the right not later tiie 15'*^ day of any month 
to request a review of the pricing mechanism of this Contract. 

If following a request for a review, the parties are unable to agree 
within a period often (10) days from the date upon which such request 
was made, either party may elect to terminate this Contract by serving 
written notice of phase-out to the other party ai\d termination shall be 
effective at the end of the month following the month during which the 
notice of termination has been received. 

But if the parties arc able to agree within the above mentioned ten 
(iO) days period, any agreed upon adjustment to the pricing mechanism . 
shall be subject to the approval of the 661 Committee. 

However, of such approval has not been granted by the 661 
Comniitiee, this Contract shall be considered as terminated as of Uie end 

of the month following the month during which the above mentioned ten 
( 1 0) days period ends unless the parties agree otherwise. 

In case of Contract tennkiation under any of the above mentioned 
events, this Contract shall remain iri full force and effect at the pricing 
mecbnnisni applicable in accordance with, this Contract tenrts and 
conditions up to the effective date of termination and such termination 
shall not affect the parties’ rights and obligations therefrom, unless the 
parties agree otherwise during the period prior to the effective date of 
termination. 
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ARTICLE SIX 


PAYMENT: 


1 . BUYHR shall establish jn respect of each shipment lifted under this 
Coniraci an irrevocable documentary letter of credit issued by a 
bank acceptable to Banque National© de Paiis, S.A. (“BNP”)for 
confinnalioa, in the form set out in Appendix I hereof. 

In all cases, the Letter of Credit shall be established, conilrrned and 
accepted at least seven (7) days prior to loading date. 

2. BUYER irrevocably undertakes that payment for each cargo of 
crude oil lifted shall be made out of the proceeds of the confirmed 
Letter of Credit directly to United Nations Iraq Account Euro sub 
account account number 0200-20 1752-002-05 established by the 
Secretary-General of the United Nations, pursuant to paragraph 7 
of SCR 986, at BNP (New York Branch) (hereinafter “United 
Nations Iraq Account Euro sub Account"), upon presentation to 
BNP of the documents required by the Letter of Credit, including 
but not limited to the Commercial Invoice and the Bill of Lading. 

3. All chargee within Iraq or® for SELLER, vvhorooo oil ohargeo 
outside Iraq are to be borne by BUYER. 

4. Unless othei'wise provided herein, payment shall be made not later 
than thirty (30) days from B/L date, in same date funds. 

If payment falls due on a Saturday or Bank holiday other than 
Monday in the place where payment is to be made then payment 
shall be made on the last preceding banking day. If payment fails 
due on a Sunday or a Monday Bank holiday in the place where 
payment is to be made then payment shall be made on the next 
succeeding banking day. 
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ARTICLE SEVEN 


SOMO STANDARD DOCUMENTATION; 


Bill of Lading 
Certificate of Origin 
Certificate of Quality and Quantity 
Loading Time Sheet 
Ullage Report 

Master’s Receipt for Samples 
Distribution of Documents 


9 (3 orig. & 6 copies) 

4 

4 

4 

4 

4 

4 


'i'wo sets of documents arc handed to Master, one being for 
consignee. SELLER shall advise BUYER by telex or cable within 
forty eight (48) hours following each loading with the following 
details:- 

(a) Vessel’s Nante . 

(b) Loading Port . 

(c) Commenced loading Date. 

(d) Completed Loading Date. 

(tf) Sailing Date . 

(f) Gross and net quantities in metric tons, long tons and 
U S. barrels. 

(g) API Gravity. 

ARTICLE EIGHT 
APPROVAL OF CONTRACT : 

This Contract is subject to the approval of the Overseers on 
behalf of the 661 Committee. Such approval shall be obtained in 
accordance with the Procedures, utilizing the form set out in 
Appendix II hereof 



ARTICLE NINE 


I . Loading of any shipment of crude oil shall be subject to the 
authorization of the Inspectors at the port of loading. The 
Inspectors shall also have the authority to stop the loading if 
they determine that there is any evidence of irregularity. 
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2. Notwithstanding Sub Article 4-3 of Section Two of this 
Contract, the accepted date of arrival of the vessel at the loading 
ports shall be fixed on a one (1) day range. All related Articles 
of Section Two of the Contract will read to that effect and 
conformity. 


3. Notwithstanding Sub Article (6-5) of Section Two of this 
Contract SELLER shall be allowed as laytime at A1 Bakr 
Terminal as follows 

Lavtime (hrs) Vessel DWT (MT) 


36 Up to 129 999 

54 130 000-199 999 

65 Over 200 000 


All related Articles of Section Two of the Contract will 
read to that effect and conformity. 

4. In addition to the events specified in Sub Article 6-6 of Section 
Two. any time consumed due to the Inspectors prohibiting 
loading shall not count as used laytime. 

5. This Contract shall terminate forthwitlr in the event that the 
Security Council terminates the authoriwtion to import 
petroleum or petroleum products originating in kaq, 

6. Assignment of the rights or, obligations of the SELLER or 
BUYER shall be subject to the approval of the 661 Committee. 

7. Any claims from BUYER under Sub Article 1-3 or Article 
Seven of Section Two, and any analyses carried out under Sub 
Articles 1-5 and 1-6 of Section Two, shall copied to the 
Overseers. Payments or other awards under Article Thirteen of 
Section Two, in respect of claims under Articles one and Seven 
of Section Two are subject to the approval of the 661 
Committee. Any sum to be paid by BUYER in settlement of a 
dispute under Article Thirteen of Section Two relating to the 
proceeds of the sale of crude oil under this Contract shall be 
paid by BUYER directly to the Urrited Nations Iraq Account. 
Euro sub account. 


15Pt1 P10 

?. 9 
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8. Payments to SELLER under SUB Article 5-5 and Sub Article 0-7 of 
Section Two, aiwl any other Payments or awards under Article Tliirteen of 
Section Two, are subject to the approval of the 661 CommiUce, 

‘1. Hiis Contract shall be subject to SCR 986, SCR U U, SCR 1143 SCR 
1153. SCR 1210, SCR 1242. SCR 1281, SCR 1302. SCR irOO.tl'.e 

Procedures and the Memorandum of Understanding bciNvesn iho 
Secretarial of the United nations and the Govermnem of Iraq on 'F.c 
implementation ofSCR 986 (United Nations document S''1996/356, datsd 
20 May 1996). 


AR2 ICLE » £«*» 


ADfaKESSES: - 

In addition to the nouces, declarations and other cctrtmunica 
required under Article Fourteen, notices, approvyis, deciiuutions 
Communications required above for the Overseers, ci: bchuU' die 
Committee, shall be effected at the addresses belowi- 


l^C:] 


STA l'E OIL MARKETING ORGANIZATION 


P.O. DOX 51 13 
DAGlipAD - IRAQ 

TELE.X : 212192 - 212199 50MO IK 

TELEPHONE: 964-1-2869561 


964-1-7742040 - 10 Lines 


f-AX 964.U8S<3925 


FOR DCYEB : 

i$C 2ARUBE2HNEFTECA2 - MOSCOW 
117929. STROITECEI STR. 8KOK.1. 
MOSCOW, RUSSIA 
FAX : 7095 2 92 98 49 

7095 209 79 69 • 7095 331 12 97 
TEL ; 7095 999 0 11 0 

FOR OVERSEERS 

UNITED NATIONS. NEW YORK, U.SA. 
FAX : 212-963- 1628 


.AH Other terms and conditions as per (Section Two) Guneirtl conditions of 
F O.B. crude oil sales contract and attached appendices I & 2 attached , 

This Contract has been done aod signed on Ujc 1 1 day at January. 
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Appendix 1 

SAMPLE LETTER OF CREDIT TO COVER OIL PURCHASES - OPENED BY 
another bank acceptable TO BNP 

To BANQUE RATIONALE DE PARIS S.A. 

NEW YORK BRANCH 
TELEX NO. 6737018 

DATE : 

FROM; (OPENING BANK) 

TEST KEY ; 

PLEASE ADVISE OUR FOLLOWING IRREVOCABLE DOCUMENTARY 
CREDIT TO THE BELOW MENTIONED BENEFICIARY ADDING YOUR., 
CONFIRMATION . FOR INFORMATIONAL PURPOSES ONLY PLEASE 
FORWARD A COPY OF THIS LETTER OF CREDIT TO THE CENTRAL 
BANK OF IRAQ FOR PURPOSES OF ADVISING STATE OIL MARKETING 
ORGANIZATION (SOMO) PURSUANT TO THE 661 COMMITTEE 
PROCEDURES WE HAVE OBTAINED THE NECESSARY 

GOVERNMENTAL AUTHORIZATION FOR THE ISSUANCE OF THIS 
letter of CREDIT . (OR : NO GOVERNMENTAL AUTHORIZATION IS 
REQUIRED FOR THE ISSUANCE OF THIS LETTER OF CREDIT) , 

QUOTE 

OUR REF (LETTER OF CREDIT NO) 


BY ORDER OF : (ACCOUNT PARTY) 


INFAVOR OF ; THE UNITED NATIONS 

FOR A MAXIMUM AMOUNT OF EURO__(EURO AMOUNT SPELLED OUT) 
FOB . 

THIS CREDIT IS AVAILABLE BY DEFERRED PAYMENT AT THIRTY (30) 
DAYS FROM BILL OF LADING DATE (INCLUDING B/L DATE) AGAINST 
PRESENTATION NOT LATER THAN / 2000 (Insert validity date) 

OF THE FOLLOWING DOCUMENTS AT THE COUNTERS OF BANQUE 
NATIONALE DE PARIS. S.A.. '200 LIBERTY STREET. NEW YORK. NEW 
^ YORK . 



1 
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ATTN : TRADE FINANCE SERVICES : 

1- THIRTY (30) DAYS DATE DRAFT DRAWN BY THE UNITED NATIONS ON 
BANQUE NATIONALE DE PARIS NEW YORK BRANCH AND PAYABLE TO 
THE UNITED NATIONS IRAQ ACCOUNT, EURO SUB-ACCOUNT 
ACCOUNT NUMBER 0200-201752-002-05 . SUCH DRAFT MUST BE 
DATED THE ON BOARD DATE ON THE BILL OF LADING . 

2- SOMO'S DULY SIGNED ORIGINAL COMMERCIAL INVOICE PLUS ( ) 

COPIES COVERING (QUANTITY! OF BARRELS (PLUS OR MINUS 

FIVE PERCENT) OF KIRKUK OR BASRAH LIGHT CRUDE OIL FROM 
(PORT OF SHIPMENT) TO (DESTINATION) ON M/T TSN . 

INVOICE TO SHOW QUANTITIES IN METRIC TONS, LONG TONS AND 
U.S.BARRELS . 

PRICE : (AS AGREED) ( PLEASE SEE ATTACHMENT A ) 

invoice MUST STATE THAT PAYMENT IS TO BE MADE TO THE 
UNITED NATIONS AT BANQUE NATIONALE OE PARIS, S,A. NEW YORK 
BRANCH FOR CREDIT TO THE UNITED NATIONS IRAQ ACCOUNT. 
EURO SUB-ACCOUNT, ACCOUNT NUMBER 0200-201762-002-05 . 


INVOICE TO ALSO INDICATE THE FOLLOWING : 

- API GRAVITY AT 60 DEG F OF THE CARGO LOADED . (NO GRAVITY 

ESCALATION) . 

- PRICE CALCULATED AS PER PRICE CLAUSE ABOVE , 

- B/L DATE . 

CONTRACT'NO, 

. SHIPMENT NO . 

- BNP CONFIRMATION 1)10 . 

- OPENING BANK L/C NO , 

3- FULL SET CLEAN ON BOARD OCEAN BILLS OF LADING IN 3/3 ORIGINAL 
AND ( ) NON.NEGOTIARI F CnPYCIFS) DATED ON BOARD AND ISSUED 
TO THE ORDER OF SHOWING SHIPMEN1 FROM TO 

MARKED" FREIGHT PAYABLE BY BUYER AS ARRANGED" . 

EACH ORIGINAL BILL OF LADING TO BE ORIGINALLY SIGNED AND 'v 

stamped by VESSEL'S MASTER AND MARKED WITH THE SHIPMENT L 

number . v' 

1 


7 



323 


FROM : SBFI 


JAN-01 THO 22:45 


PHOC NO. : 

SOMO. BAGHD.iy 


m HO. 


UiJSjb4l2tibJ025 f. 


4- CERTIFICATE OF IRAQI ORIGIN ISSUED BY SOMO IN ( ) ORIGINAL AND 

( ) COPY , 

5- quantity AND QUALITY CERTIFICATE IN ( ) ORIGINAL AND ( ) COPY 

COVERING THE SALE OF ( ) BARRELS ( PLUS OR MINUS FIVE ' 

PERCENT ) OF CRUDE OIL FOB CEYHAN AND OR AL BAKR TERMINAL 


SPECIAL CONDITIONS : 



THE AMOUNT OF THE PRESENT LETTER OF CREDIT IS 
AUTOMATICALLY ADJUSTED TO CORRESPOND TO THE FINAL 
INVOICE PRICE WITHOUT ANY AMENDMENT TO THIS LETTER OF 
CREDIT . 

SHIPMENT : FROM THE PORT OF AT THE LATEST 

WHERE COPIES OF DOCUMENTS ARE CALLED FOR , PHOTOCOPIES 
ARE ACCEPTABLE . 

THIS LETTER OF CREDIT IS NOT ASSIGNABLE AND NOT 
TRANSFERABLE . 

PARTIAL SHIPMENT IS PERMITTED . 

TRANSSHIPMENT PROHIBITED . 

DOCUMENTS PRESENTED LATER THAN 21 DAYS AFTER BILL OF 
LADING DATE BUT STILL WITHIN THE CREDIT VALIDITY ARE 
ACCEPTABLE . 

CHARTER PARTY BILLS OF LADING ACCEPTABLE . 

ALL BANKING CHARGES WITHIN IRAQ ARE FOR THE SELLER'S 
ACCOUNT. WHEREAS ALL CHARGES OUTSIDE IRAQ INCLUDING 
BANQUE NATIONALE DE PARIS S.A, NEWYORK BRANCH CHARGES 
AND FEES ARE FOR BUYER’S ACCOUNT . 

IN THE EVENT THE ORIGINAL DUE DATE FALLS ON A SATURDAY OR 
ON A NEW YORK BANK OR FRENCH BANK HOLIDAY OTHER THAN 
MONDAY, SUCH PAYMENT SHALL BE MADE ON THE LAST 
PRECEDING NEW, YORK AND FRENCH BANKING DAY, IN THE EVENT 
THE ORIGINAL PAYMENT DUE DATE FALLS ON A SUNDAY OR A 
MONDAY NEW YORK OR FRENCH BANK HOLIDAY , PAYMENT SHALL 
BE MADE ON THE NEXT SUCCEEDING NEW YORK AND FRENCH 
BANKING DAY . 

PROVIDED ALL TERMS AND CONDITIONS OF THIS LETTER OF CREDIT 
ARE COMPLIED WITH, PROCEEDS OF THIS LETTER OF CREDIT WILL 
BE IRREVOCABLY PAID INTO THE UNITED NATIONS IRAQ ACCOUNT 
EURO SUB-ACCOUNT, ACCOUNT NUMBER 0200-201752-002-05 WITH 
BANQUE NATIONALE DE PARIS, S.A, NEW YORK BRANCH. THESE 
INSTRUCTIONS WILL BE FOLLOWED IRRESPECTIVE OF ANY 
CONFLICTING INSTRUCTIONS CONTAINED IN THE SELLER'S 
COMMERCIAL INVOICE OR ANY TRANSMITTED LETTER 
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WE HEREBY ENGAGE WITH THE BENEFICIARY AND BANQUE 
NATIONALE OE PARIS S.A.. NEW YORK BRANCH THAT DOCUMENTS 
DRAWN UNDER AND IN COMPLIANCE WITH THE TERMS OF THIS 
CREDIT WILL BE DULY HONORED UPON PRESENTATION AS 
SPECIFIED . 

THIS TELEX IS THE OPERATIVE INSTRUMENT AND WILL NOT BE 
FOLLOWED BY A WRITTEN CONFIRMATION (IF ORIGINAL IS 
TRANSMITTED, THIS WOULD NOT APPLY) . 

THIS CREDIT IS SUBJECT TO THE UNIFORM CUSTOMS AND PRACTICE 
FOR DOCUMENTARY CREDITS (1983 REVISION) INTERNATIONA! 
CHAMBER OF COMMERCE PUBLICATION NO. 500, 

UNQUOTE ; 

SPECIAL INSTRUCTIONS TO BANOUE NATIONALE DE PARIS S.A.. NEW 
YORK BRANCH : 

WE HEREBY UNDERTAKE TO HONOR YOUR TELEX/SWIFT 
REIMBURSEMENT REQUEST FOR PRINCIPAL AND ALL OF YOUR 
CHARGES , INCLUDING CONFIRMATION AND NEGOTIATION FEES FOR 
PAYMENT AT MATURITY. ACCORDING TO YOUR PAYMENT 
INSTRUCTIONS . IF OUR COVER DOES NOT REACH YOU IN TIME TO 
REIMBURSE YOU FOR YOUR PAYMENT UNDER THE CREDIT ON DUE 
DATE WE HEREBY UNDERTAKE TO COMPENSATE YOU FOR ANY 
I OSS OF INTEREST INCURRED BY YOU DUE TO THIS DELAY . 


REGARDS, 
(OPENING BANK) 
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SECTION TWO 
GENERAL CONDITIONS 
F.O.B. CRUDE OIL SALES CONTRACT 
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ARTICLE ONE 

MEASUREMENT AND SAMPLING 


I - Measurement of the quantities and the taking of four (4) samples for the 
purpose of determining the quality of the crude oil in each shipment 
shall be carried out in accordance with good standard practice at the 
port of loading at the time of the shipment in question . 

2- The bill of lading shall indicate the quantity of crude oil delivered in 
conformity with measurements at the port of loading and shall be 
considered final and birtding upon both parties after deduction of bottom 
sediments and water . 


3- Any claims from BUYER as to determinations made at the loading port 
relating to the quality delivered .shall be sent.to SELLER within sixty 
(60) days from the date of the bill of lading . 


4- No claim submitted by BUYER for one lot of the crude oil shall be 
regarded as a reason for rejecting any other lot of the crude oil to be 
delivered under the present contract . 


S- In case of a dispute arising over the quality of the delivered crude oil, 
BUYER and SELLER will refer to the analysis of the two samples to be 
carried out independently by the two parties . These analyses will be 
binding upon both parties provided they are found in agreement with 
each other within the reproducibilities of IP or ASTM methods . 


6- Should these analyses prove different , however , the other two samples 
shall be analyzed by a third laboratory , to be agreed upon by both 
parties . The result of this analysis shall be final and the cost thcieof 
shall be borne by the party losing the claim . 



( 1 - 1Z) 
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ARTICI.E TWO 
RISK AND PROFERTV 

Title to the crude oil and all risks thereof shall pass to BUYER when 
the oil passes the flajige connection between the delivery hose and the 
vessel’s permanent hose connection at the loading port. However, any 
loss of or damage to the oil during loading , if caused by the vessel , 
shall be as between the parties hereto, for the account of BUYER who 
shall bear all prejudicial consequences thereof . 


ARTICLE THREE 
LIFTING PROGRAMME 


I- BUYER shall the quantities of crude oil agreed upon in this contract 
as follows : - 

A- Quantities To be litted under tius contract snau oc lumy ■ 

B- BUYER shall notify SELLER of quarterly requirements for the full 
calendar year at jeast sixty Ua>» b^r^iv ef tKa 

relevant year or at date of signature of new contracts if later then 
November i st of the preceding year . 

C- BUYER shall specify monthly liftings during each quarter at least 
forty five (45) days before commencement of the relevant quarter . 


2- The above - mentioned tentative schedules, which are to be supplemented 
to cover all contracted quantities, may be altered by express request of 
BUYER, subject to SELLER’S approval SELLER shall not 
unreasonably withhold its approval, and will notify BUYER within 
fifteen (15) days of the request . 
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3- )f, during any calendar quarter, BUYER fails to take deliveries of any 
quantities of crude oil provided for during such quarter ; SELLER , after 
allowing for normal operational slippage of a nominated and accepted 
vessel between the quarters and a previously accepted tolerance of up to .. 
five percent (5 Vo) of the quarterly contracted quantity, may deduct such 
quantities from the total quantities of crude oil to be delivered under this 
contract . 


ARTICLE FOUR 
NOMINATION OF VESSELS 

i- BUYER shaJ] notify SELLER twenty (20) days before the beginning of 
each month of its loading programme for that month. Such programme 
shall specify for each vessel : - 

- The expected date of arrival of each vessel . 

- Quality and Quantity of crude oil to be loaded, five percent (5%) more 
or less . 

- Vessel's name or TBN . 


- Port(s) of discharge and destinations . 

- Instructions needed by SELLER to issue documents in 
accordance with effective export regulations . 

2 - SELLER shall notify BUYER not later than ten (10) days after receipt of 
the notice specified-hereinabove whether it accepts or refuses schedules 
or nominations . In case of refusal, SELLER shall propose other dates 
which shall be as close as possible to those proposed by BUYER . Dates 
thus determined shall be deemed accepted by BUYER unless the latter 
advises SELLER to the contrary within three (3) working days following 
receipt of SELLER'S notification . 
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3- The date o f arrival of the vessel at the loading port shall be ns follows : - 


a) For Mediterranean ports i the date of arrival shall be witliin a range of 
three (3) days extending one (1) day before and one (1) day after the - 
expected date of arrival , 

b) For Arabian Gulf ports ; the date of arrival shall be within a range of 
five (5) days extending two (2) days before and two (2) days after the 
expected dale of arrival . 

However an accepted date of arrival may be changed at any 
time by BUYl-R with SELLER’S consent . 

4- BUYER shall require vessel’s master to advise loading port by radio or 
cable of vessel's expected day and time of arrival at least seventy two 
(72) hours, forty eight (48) hours and twenty four (24) hours before 
arrival . 

Failure to give any notice at least twenty four (24) hours in advance of 
arrival of any vessel will increase laytime allowed SELLER by an amount 
equal to the difference between twenty four (24) hours and the number of 
hours prior to arrival of such vessel that notice of such ETA is received 
by SELLER. 

5- Nominations quoted as TBN shall be replaced by firm vessel nomination 
wilh the same accepted date range and tu luaU a :iimllar quantity of crude 
oil at least five (5) days before the firm date of arrival . 

Should BLFYER fail to give the above notice of at least five (5) days, the 
deemed arrival date of the vessel shall be the fifth day after the date when 
notice is received by SELLER . 


6- Should BUYER wish to substitute a vessel of different size to load a 
different quantity, this shall be subject to prior approval of SELLER . 


7- BUYER shall specify when the nominated vessel is for part cargo and 
advise SELLER the DWT of the vessel and cargo on board (if any) which 
should not exceed the allowed limits set by port authorities . 
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article five 

VESSEL BERTHS 

1 - i iuch vessel shall comply with all regulations in force at the loading pon . 

2- Loading berth indicated by SELLER'S representative shall enable a 
vessel, to proceed thereto* lie thereat* and depart therefrom always safeh’ 
alloat ■ 

A- SHI.I.ER'S representative may shift the vessel at the loading port from 
tine berth to another, and shall then assume all extra expenses in 
cojmection. tl^crcwhh . Such shifting time shall be counted as used 
layiinic . 

4- Vessel shall vacate her berth, as soon as loading is completed . In the 
event of failure to do so, BUYER shall pay SELLER for any resultant 
doTiurrage, loss or damage which SELLER may incur including such as 
may be incurred due to resulting delay to other vessels awaiting tiicir turn 
to load . 

5- If in the course of entering berth or mooring or loading or unmooring or ’ 
leaving berth, the vessel or her crew damage any of the terminals, sea or 
shore installations or equipment due to negligence or any reason^ 
BUYER shall be responsible for ail claims, damages, costs, and 
expenses arising therefrom . 


ARTICLE SIX 
LOADING CONDITIONS 

1- Vessels arriving within their agreed period shall be loaded in order ol‘ 
tendering their notice of readiness . 


2- Upon arrival of the vessel at the loading port, the master or his 
representative shall tender to SELLER’S representative notice of 
readiness of the vessel to load crude oil, berth or no berth . 
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.1> Layiime shall commence six (6) hours after notice of readiness to load 
has been tendered by the master to SELLER or SELLER'S 
representative, subject to BUYER'S and vessel’s compliance with all 
other provisions of this Contract and if the notice is tendered within the 
range of days as defined in Article Four para . (3) of this Section . 

If the notice is tendered before the beginning of the period as 
defined in Article Four para (3) of this Section, then laytime shall 
commence at 6A.M. local time on the on the first day of such period . 
However if the vessel is moored at loading berth before 00.01 hours on 
the first day of the period hereinabove indicated, then laytime shall 
commence six (6) hours after completion of vessel’s mooring berth or on 
commencement of loading, whichever shall first occur . 

If the notice is tendered after the expiration of the period as defined in 
Article Four para . (3) of this Section, loading will be made in accordance 
with SELLER'S possibilities and laytime will commence upon 
commencement of loading . However, SELLER may refuse to load a 
vessel which has arrived more than ten (10) days after noon time of the 
dale determined as in Article Four para (3) of this Section . 


If notice is tendered at a time when there was bad weather at the loading 
port, laytime shall commence six (6) hours after the end of the bad 
weather . However, if the bad weather lasted beyond the accepted range, 
tiien laytime shall commence upon commencement of loading and the 
vessel shall hot lose its loading turn . 

4- Laytime shall end when loading hoses have been disconnected 
after completion of loading . 


5- SELLER shall be allowed as laytime within which to complete each 
shipment at each port of loading one - half the total laytime as published 
in the worldscale, i.e. thirty six (36) hours laytime, Fridays and Local 
Public Holidays excluded, unless actually used in the loading of such 
shipment . 

6- Any time consumed due to the following shall not count as used 
laytime : *■ 

if ( 8 - 12 ) 
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- Dijlay lo the vessej in reaching or clearing her berth caused by 
condiiions beyond SELLER'S control . 

- Delay lo the vessel during Ioading> including delay due to 
inability of the vessel's facilities to load the cargo within the time 
al lowed and generally speaking any time lost on account of vessel 

- If BUYER or owner or roaster of the vessel or port authorities 
prohibit loading at any time . 

- Any delay on account of bad weather after remittance of notice 
or during loading . 

- Discliarging of ballast and changing type of crude . 

- Awaiting customs and immigration clearance and pratique . 

- Awaiting pilot or tugs, or while' moving from anchorage 
lo place of loading . 

7'- In case of dirty ballast or ovciflbws on board or pollution of sea water by 
oil or loss of oil due to overflows or leaks of oil on board or ashore 
caused by the vessel, BUYER will be fully responsible before the port 
authorities and SELLER for all claims, losses, costs and expenses 
arising therefrom . 

ARTICLE SEVEN 
DEMURRAGE 


I- For the period that used laytime at the loading port exceeds the allowed 
laytime specified in Article six para (5) of this Section, SELLER shall 
pny to BUYER demunage computed on an hourly basis in accordance 
with liie rate published in WORLDSCALE in force on the day when 
loading begins, for the size vessel in question per day and prorate to any 
part of the running day, and the size of cargo loaded plus five percent 
(5%) in case of part cargo loading . 


The WORLDSCALE flat rate is the ceiling to be adjusted by either of the 
following as the case may be : 
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a. Charter party rate when the BUYER is the charterer of 
ihe vessel, or 

b. The AFRA rate if the vessel is oh time charter or under 
BUYER'S control, or 

c. Published London market single voyage charter rate at the date 
of loading for a vessel of a.similar size in a similar, trade to the 
vessel in question . 

2- Mowever, if demurrage occurs at the loading port because of fire or 
explosion in or about the plant of SELLER, or because of breakdown of 
machjiitn*y or equipment of- SELLER, the rate of demurrage shall be 
reduced to one -• half . 


3> Notwithstanding the above, no' demurrage shall be payable in the event 
SELLER is prevented from or delayed in delivering all or any part of the 
crude oil for reasons of force majeure; or if the claim for demurrage is 
received by SELLER after sixty (60) days from the date of the Bill of 
Lading ; or if the fully documented claim itself for demurrage is received 
by SELLER after ninety (90) days from the date of the Bill of Lading . 


ARTICLE EIGHT 
TAXES AND DUTIES 

1- BUYER shad bear alone port dues and fees charged on vessels at 
the port of loading . 

2- Dues and utlier charges on the etude oil loaded or To he loaded 
shall be borne by SELLER . 



v;.. 
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ARTICLE NINE 

TERMINATION IN THE EVENT OF 
LIQUIDATION OR DEFAULT 


Sl-LLER may terminate this contract forthwith on giving to BUYER 
notice in writing to that effect in the event that : 


buyer goes into liquidation or enters into an arrangement or 
composition with its creditors ; or 

BUYER shall be in arrears with the payments due to SELLER 
under this Contract ; or 


Whereby the terms of the Contract , a minimum quantity of 
crude oil is lo be taken by BUYER within zmy specified period , 
BUYER fails in the said period to take delivery of the said 
minimum quantity ; or 


1 n the event of any breach of Article Ten or Eleven by B UYER ; 

or , • 


(n case of any change in ownership , shareholding , country of 
registration or premises etc . that relate to BUYER as a 
contracting party . 


ARTICLE TEN 
ASSIGNMENT 


I - Neither party shall have the right to assign its rights and 
obligations under this Contract in whole or in part without the 
wriirrn r.nnsenr of the Other. 
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2- !ri the event of an approved assignment , assignor shall be joinliy 
held responsible with assignee for the full performance of its 
obligations towards the other party . 

3- It is expressly understood that BUYER will process crude oil sold under-’ 
this Contract in its own processing facilities or under processing 
arrangements with other refiners for BUYER’S own account for which 
SELLER'S prior approval must be obtained . 

BUYER also undertakes that under no circumstances shall BUYER 
resell or exchange the said crude oil in its original form or blend it with 
any other crude oil or crude oil derivatives for purposes of resale or 
exchange . 


ARTICLE ELEVEN 
DESTINATION 

Except to the extent inconsistent with the laws of BUYER'S country and 
laws applicable to Banque Nationale de Paris : 

1- BUYER acknowledges that dll laws , regulations and rules of (he 
Republic of Iraq relating to destination of crude oil purchased 
hereunder shall apply to BUYER . 

2- BUYER undertakes that all laws , reflations and rules of the 
Republic of Iraq shall apply to vessels employed by him to transport - 
crude oil covered by this Contract . 


3- BUYER undertakes T whenever required , to submit to SELLER or his 
representative within a reasonable time , the discharge certificate of 
each shipment duly endorsed by the Iraqi Representation (or any other 
acceptable Representation) in the country of destination . 


ARTICLE twelve 
FORCE MAJEURE 



i- Pailurc or omission to carry out or to observe any of the terms , 
provisions or conditions of this Contract shall not give rise to any claim 
( 10 - 12 ) 
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by one party hereto against the other or be deemed to be a breach of this 
Contract if this is due to force maj cure . 

2- If by reason of force majeure the fiilfilment by either party of any terms 
and conditions of this Contract is delayed for a period not exceeding 
three <3) months the period of such delay shall be added to the duration 
of this Contract . If , however , the period of delay exceeds three (3) 
months , either party at any lime after the expiry of the three {3) months 
shall have the right to terminate this Contract by giving written notice . 


ARTICLE THIRTEEN 
ARBITRATION 

] - The two contracting parties shall settle in good faith any dispute arising 
from tills Contract through negotiations by the representatives of the two 
parlies ■ If no agi'eement can be reached within a period of thirty (30) 
days , the two parties shall settle the dispute by way of arbitration as 
stated in paragraph (2) of this Article . 


2- The Arbitration Board shall be composed of three members , each 
contracting party shall select one member . The two selected arbitrators 
shall together select an umpire to be the President of the Board . If the 
two parties fail to select the arbitrators in the manner shosvn above within 
a period of three (3) njonths , the members of the Arbitration Board shall 
be appointed in accordance with the rules of arbiti*aiion of the 
Imernationai Chamber of Commerce and the arbitration place shall be 
Baghdad or any other place mutually agreed upon . 


3^ 
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ARTICLE FOURTEEN 
NOTICES 

1 - Any notices , declarations and other communications which either party 
may be required to give or make to the other party shall , unless 
otherwise specifically provided elsewhere , be given in writing within the 
required lime and sent by post , by telegraph or by telex to the address of 
the other party specified for this purpose in the Contract and shall , unless 
otherwise specifically provided herein , be deemed to have been given or 
made on the date of receipt by the other party . 

2- Either party , by not less than fifteen (IS) days notice in writing to the 
other puny , may from time to time change its address . 


ARTICLE FIFTEEN 
APPLICABLE LAW 


This Contract shall be construed and governed in accordance with the 
laws of the Republic of Iraq . 
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i-ile: A;ZARUGAS1 11:39:07 18 Jan 2001 

REPUBLIC OF IRAQ 
MINISTRY OF OIL 
STATE OIL MARKETING 
S O M O 


REF ; BAGHDAD /g /1/2001 


TO ; ZARUBE2HNEFTGAS . MOSCOW 
TLX : 48 5 GAS RU 
FAX : 7095 331 12 97 

ATT 4 MR . A . T . KONDRATYUK 
FROM: SOMO TLX. 212198 IK 

RE: CRUDE OIL CONTRACT M/09/19 DATED 1/11/2001 


WE ATTACH HEREWITH ADDENDUM NO. (1) TO OUR ABOVE CONTRACT 
CONFERING QUANTITY AND QUALITY. 

PLEASE SIGN THE AMENDMENT AND FAX IT BACK TO US. ALSO PLS 
IT TO THE U.N. OVERSEERS IN NEW YORK. 

BEST REGARDS. 



EXECUTIVE DIRECTOR GENERAL 
SOMO 


C.C. -. TO THE U.N. OVERSEERS 

FAX : 12 12 963 16 2B NEW YORK 

FOLLOWING OUR FAX NO. P/615 DATED 
11/01/01 KINDLY APPROVE THE ABOVE. 
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ADDENDUM NO. (1) TO CONTRACT 
NO. M/09/19 DATED n/01/2001. 


STATE OIL MAIU<ET1NG ORGANIZATION (SOMO) AND JSC 
ZAUUIJEZHNEFTGAS - MOSCOW AGREED THAT ARTICLE THREE (1) 
QUANTITY AND QUALITY IS AMENDED TO READ 


TYPE OF CRUDE 


QUANTITY FORT OF LOADING 


UASUAU LIGHT 


12,000.000 BBLS ALBAKR 


ALL OTHER TERMS AND CONDITIONS SHALL REMAIN 
UNCHANGED. 


DONE AND SIGNED ON THE IS*"' DAY OF JANUARY 2001. 






FOR SELLICR 

SAUDAM Z. HASSAN 
rXCCUTlVF. DIRECTOR GENERAL 
SOMO 


FOR BUYER 
A.T. KONDRATYUK 
GENERAL DJRECTOK 
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Pile: AiZARUGAS 09:57:55 16 Jan 2001 

REPXJBLIC OF IRAQ 
MINISTRY OP OIL 
STATE OIL, MARKETING 
SOMO 


REF : Ml/ BAGHDAD / -6/1/2001 


TO : ZARUBEZHNEPTGAS . MOSCOW 
TLX : 485123 GAS RU 
FAX : 7095 331 12 97 

ATT : MR . A . T . KONDRATYUK 
FROM: SOMO TLX. 212198 IK 

RE: CRUDE OIL CONTRACT M/09/19 DATED 1/11/2001 


fiilC 

ror 


mEJ 


WE ARE PLEASED TO ATTACH HEREWITH PAGE (10) OF A/M CONTRACT 
DULY SIGNED BY OUR SIDE WITH THE REQUESTED CORRECTED NAME OF 
MR. A.T. KONDRATYUK, WE KINDLY ASK YOU TO SIGN THIS PAGE AND FAX 
IT BACK TO US. ALSO PAX SAID CONTRACT TO THE U.N. OVERSEERS FOR 
APPROVAL . 


BEST REGARDS. 




SADDAM Z. HASSAN 
EXECUTIVE DIRECTOR GENERAL 
SOMO 


C.C.: TO THE U.N. OVERSEERS 

PAX ; 12 12 963 16 28 NEW YORK 

FOLLOWING OUR FAX NO. P/61S DATED 
11/01/01 KINDLY NOTIFIED THAT THE 
SIGNATORY NAME FOR BUYER HAS BEEN 
CORRECTED . 
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8. Paymenis to SELLER under SUB Article 5-5 and Sub Article 6-7 of 
Section Two, and any other Payments or awards under Article Thineen uf 
Section Two, are subject to tlie approval of the 661 Committee. 

9. This Contract shall be subject to SCR 986, SCR 1 11 1, SCR 1143 SCR 
1153, SCR 1210, SCR 1242, SCR 128!, SCR 1302, SCR 1330. the 
Procedures and the Memorandum of Understanding between the 
Secretariat of the United nations and the Government of Iraq on the 
implementation of SCR 986 (United Nations document S/1996/356, dated 
20 May 1996). 


ARTICLE TEN 

ADDRESSES; 

In addition to the notices, declarations and other ccmimunications 
required under Article Fourteen, notices, approvals, deeJorations attd 
Communications required above for the Overseers, on behalf of tlje 661 
Comtniuce, shall be effected at the addresses below;- 


STATE OIL MARKETING ORGANIZATION 
P.O. DOX 5118 
BAGHDAD- IRAQ 

lELEX : 212198-212199 SOMOIK 

TELEPHONE: 964-1-2869561 

964-1-7742040 - 10 Lines 
FAX 964-1-8853925 

FOR BUYER : 

JSC ZARUBEZHNEFTEOAZ- MOSCOW 
1 17939, STROITEI.EI STR. 8KOK.1, 

MOSCOW. RUSSIA 
FAX: 7095 2 92 98 49 

7095 209 79 69 • 7095 331 1297 
TEL : 7095 999 0 11 0 

KQROVERSEERS 

UNITED NATIONS, NEW YORK, U.S.A. 

FAX ; 212-963 - 1628 

All Ollier terms and conditions as per (Section Two) General condiiioni: of 
F.O.B. crude oil sales contract and attached appendices ! & 2 attached . 

This Contract has been done and signed on the day of .January, 

700!. 


FOU 


FOR DUYEU 


SADDAM Z. HASSAN 
EXECUTIVE DIRECTOR GENERAL 
S O M O 


A.T. KONDRATYUK 
GENERAL DIRECTOR 
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Jl JJ. 





REPUBLIC OF IRAQ 




MINISTRY OF OIL 

statl: oh. m ARK rn iNG 


FAX TRANSMISSION 


TO : THE OVERSEERS 

FAX ; 001212 963 1628 NEW YORK 

FROM ; SOMO - BAGHDAD - IRAQ 
FAX 00964-1-8853925 

NO. OF PAGE; ( ) INCLUDING COVER PAGE 


THE ATTACHED CONTRACT WITH JSC “ZARUBE2HNEFTEGAZ” ■ 
MOSCOW FOR THE PURCHASE OF PETROLEUM IS SUBMl'n'ED FOR 
APPROVAL IN ACCORDANCE WITH PARAGRAPH 1 (A) OF SECURITY 
COUNCIL . RESOLUTION 986 (1995), RESOLUTION 1111 (1997) 

KESOl UTION 1143 , RESOLUTION 1153 (1998) . RESOLUTION 1210 (1998) 
KHSOLUTION 1242 (1999) , RESOLUTION 1281 (1999) , RESOLUTION 1302 
(^000) RESOLUTION 1330 (2000), AND THE PROCEDURES OF THE 
srCURITY COUNCIL COMMITTEE ESTABLISHED BY RESOLUTION 661 
(1990) CONCERNING THE SITUATION BETWEEN IRAQ AND KUWAIT. 
adop ted at ITS 142^° MEETING ON 8 AUGUST 1996. 


CON'TRAC'T NO. : M/09/19^ DATED 11/1 / 2001 

KIRKUK^ BASRAH LIGHT 

quantity OF CRUDE OIL 8,000.000 BBLS 4,000,000 BBLS 

PRICING FOILMULA EUROPE AND/OR U.S EUROPE AND / OR U.S. 

MARKETS MARKETS 

i'Ll-'ASE FIND ATTACHED A COPY OF THE CONTRACT (SECTION ONE 
AND APPENDIX I AND APPENDIX II) • (SECTION TWO) AS PER SOMO’S 
standard CONTRACI'. 

BEST REGARDS. 


.SIGNATURE 

NAME OF SIGNATORY 

riTLE 


*C?CSi€Xz::tVl) 

SADDAM Z. HASSAN 

EXECUTIVE DIRECTOR GENERAL 

STATE OIL MARKETING ORGANIZATION (SOMO) 


P O. Pox : SnB Daghoi I IPAQ Tr en ? ~ 
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STA I E OIL MARKETING ORGANIZATION 
CRUDE OIL SALES CONTRACT 


NO. M/09/ 
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SECTION ONE 
SPECIFIC PROVISIONS 
I .O.B. CRUDE OIL SALES CONTRACT 
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FOB SALES CONTRACT 
CONTENTS 


Section One 


Article One 
Article Two 
Article Three 
Article Four 
Article Five 
Article Six 
Article Seven 
Article Bight 
Article Nine 
Article Ten 


Definitions 

Period 

Quantity and Quality 

Price 

Reopener 

Payment 

SOMO Standard Documentation 
Approval of Contract 
Special Conditions 
Addresses 


Section wo 


r 


Article One 
Article Two 
Article Three 
Ai'ticle Four 
Article Five 
Article Six 
Article Seven 
Article Eight 
Article Nine 

Article Ten 
Article Eleven 
Article Twelve 
Article Thineen 
Article Fourteen 
Article Fitlccn 


Measurement and Sampling 

Risk and Property 

Lifting Programme 

Nomination of Vessels 

Vessel Berths 

Loading Conditions 

Demurrage 

Taxes and Duties 

Termination in the event of 

Liquidation or Default 

Assignment 

Destination 

Force majeure 

Arbitration 

Notices 

Applicable Law 


Appuiuiix I 
Appendix 11 


Form of Letter of Credit 

Application Form to Request Approval of 

Contract. 
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Contract between State Oil Marketing Organization (SOMO) 
(liereinafter called SELLER) of the one part and JSC “ ZaRUBUZHNEFETGa 
MOSCOW (hereinafter called BUYER) of the other pari. 

Whereby it is agreed as follows 


SECTION ONE 


Wherever the General Provisions of Section Two, attached and 
herein incorporated in this Contract, arc at variance or in conflict with this 
Section One, the provisions of Section One shall govern. 

ARTICLE ONE 


ni:riN! TiQNS 

As used in this Contract, unless otherwise provided, the following 
words ajtd terms shall have the following meanings t- 


Barrei 


Day 


Barrel per 
Day (B/d) 

K.OB. 


means forty-two (42) U.S. Gallons at sixty degrees 
(60' ) Fahrenheit and at nonnal atmospheric pressure. 

means a period of twenty-four (24) running hours 
Commencing at 00.01 hours local lime at the port 
of loading. 

means the average number of barrels of crude oil 
supplied duiing a calendar day as defined above. 

means “Free on Board” as referred to in the ICC 
Incoterms 1990. 


Dollar ($) The currency of the United States of America, 

liuro : Tlie cuiTcncy of the European Union 


Month means Gregorian Calendar month commencing 

at 00.01 hours local time at the port of loading 
on first day of the month. 

Quarter means a period of three (3) consecutive months 

Beginning on a January or a 1” April or a L' 
July or a 1*' October. 
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39 21:08 


Year : 

means a Gregorian Calendar Year. 

A pi Gravity : 

means scale adopted by the American 

Petroleum Institute for expressing the specific 
Gravity of crude oil. 

SCR 986 : 

means Security Council resolution 986 (1995) 
of 14 April 1995. 

SCR lilt : 

means Security Council resolution 11 11 (1997) 
of 4 June 1997. 

SCR 1143 : 

means Security Council resolution 1 143 (1997) 
of 4 December 1997. 

SCR 1153 : 

means Security Council resolution 1 153 (1998) 
of 20 February 1998. 

SCR 1210 : 

means Security Council resolution 1210 (1998) 
of 24 November 1998. 

SCR 1242 : 

means Security Council resolution 1242 (1999) 
of 21 May 1999. 

SCR 1281 : 

means Security Council resolution 1281 (1999) 
Of 10 December 1999. 

SCR 1302 : 

means Security Council resolution 1302 (2000) 
of 8 June 2000. 

SCR 1330 ; 

means Security Council resolution 1330 (2000) 
Of 5 December 2000. 

061 Committee : 

means the Security Council Committee 
established by Security Council Resolution 661 
(1990). 

Procedures ; 

means the procedures to be employed by the 

661 Committee (United Nations document 
S/1996/636, dated 8 August 1996). 

Overseers : 

means the independent experts in international 
Oil trade appointed by the Secretary-General of 
The United Nations pursuant to SCR 986 and 
the procedures. 

In.spectors ; 

means the independent oil inspection agents 
Appointed by the Secretary-General pursuant 
to SCR 986. 
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ARTICLE TWO 


I’KHIOD ; 


1 . Subject to Article Eight below, this Contract shall become effective 
on the 1 day of January, 2001, and shall continue thereafter 
until the 31^^ of March 2001, unless renewed by mutual 
agreement. 

2. The ultimate consumer of the cmde oil sold under this Contract 

shall be Europe and/or U.S.A. Markets. 

Any change in the destination is subject to the prior approval of 
Seiler. 


ARTICLE THREE 


QUANTITY AND QUALITY t 


\ . SELLER undertakes to sell and deliver FOB and BUYER 
undertakes to purchase, receive and pay for the followlng:- 

T vpe of Crude Quantity Port of Loading 

KIRKUK 8,000,000 BBLS CEYHAN 

BASRAH LIGHT 4,000,000 BBLS ALDAKR 


2. fhe quality of the crude oil shall be the standard export quality 
available at the port of loading from time to time. 

3. Quantities shall represent contracted quantities or number of 
barrels per day contracted multiplied by the number of days of 
the relevant period stipulated in sub Article 2.1 

4. Quantities shall be lifted as evenly as possible over the course 
of such delivery period in lots of approximate barrels and as 
will be agreed between BUYER and SELLER. 


3 
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5. Quantities lifted under allowed operational vessel slippage shall 

be deemed as part of the contracted quantities of the period. 

6. In case when SELLER, for reasons technical or otherwise that 
are beyond his control, is unable to meet his full contractual 
commitments, SELLER shall have the right to reduce the 
contracted quantities for the duration of the period when such 
circumstances shall prevail. SELLER shall advise BUYER as 
soon as possible before the beginning of any period during 
wliich supplies to all buyers are to be reduced. 

7. In no event shall any loading start beyond the 3“^ of June, 
2001 , unless the Security Council has authorized sales beyond 
that date. 


4 
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ARTICLE FOUR 


PRICK : 


'fhe price(s) of the crude oil to be delivered under this contract 
shall be as follows:- 

TYPi: OF CRUDE 

API 

PORT OF LOADING 

KIRKUK 

36.00 

CEYUAN 

BASRAH LIGHT 

34.00 

ALBAKR 


Price Mechanism in EURO per Ban-el FOI3 

Price shall be the standard SOMO price as agreed upon between 
SOMO and the United Nations from time to time. 


5 
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ARTICLE FIVE 


UEOPKNER; 


Each parly shall have the right not later the 15’*' day oi" any month 
to request a review of the pricing mechanism of this Contract. 

If following a request for a review, the parties are unable to agree 
within a period often (10) days from the date upon which such request 
was luade, either party may elect to terminate this Contract by serving 
written notice of phase-out to the other party and termination shall be 
effective at the end of the month following the month during which the 
notice of termination has been received. 

I3ut if the parlies are able to agree within the above mentioned ten 
(10) days period, any agreed upon adjustment to the pricing mechanism 
shall be subject to the approval of the 661 Committee. 

1-Iowevcr, of such approval has not been granted by the 661 
Commiltee, this Contract shall be considered as terminated as of the end 
of the month following the month during which the above mentioned ten 
( 1 0) days period ends unless the parties agree otlicrwisc. 

In case of Contract termination under any of tJie above mentioned 
events, this Contract shall remain in full force and effect at the pricing 
mechanism applicable in accordance with this Contract terms and 
conditions up to the effective date of termination and such termination 
shall not affect the parties’ rights and obligations therefrom, unless the 
patties agree otherwise during the period prior to the effective date of 
icrminaiion. 


6 
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ARTICLE SIX 


PAYMENT: 


1 . BUYER shall establish in respect of each shipment lifted under this 

Contract an irrevocable documentary letter of credit issued by a 
bank acceptable to Banque Nationalc de Paris, S.A. (“BNP”)foi 
confirmation, in the form set out in Appendix 1 hereof. 

in all cases, the Letter of Credit shall be established, confirmed and 
accepted at least seven (7) days prior to loadbig date. 

2 . BUYER irrevocably undertakes that payment for eaci^ cargo of 
crude oil lifted shall be made out of the proceeds of the confirmed 
Letter of Credit directly to United Nations Iraq Account Euro sub 
account account number 0200-201752-002-05 established by the 
Secretary-General of the United Nations, pursuant to paragraph 7 
of SCR 986, at BNP (New York Branch) (hereinafter “United 
Nations Iraq Account Euro sub Account”), upon presentation to 
BNP of the documents required by the Letter of Credit, including 
but not limited to the Commercial Invoice and the Bill of Lading. 

3. All charges witliin Iraq are for SELLER, whereas all charges 

outside Iraq arc to be borne by BUYER, 

4. Unless otherwise provided herein, payment shall be ntadc not later 
than thirty (30) days from B/L date, in same date funds. 

If payment falls due on a Saturday or Bank holiday other than 
Monday in the place where payment is to be made then payment 
shall be made on the last preceding banking day. If payment falls 
due on a Sunday or a Monday Bank holiday in the place where 
payment is to be made then payment shall be made on the next 
succeeding banking day. 


7 
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ARTICLE SEVEN 


SOMO STANDARD DOCUMENTATION; 


Dill of Lading 
Certificate of Origin 
Certificate of Quality and Quantity 
Loading Time Sheet 
Ullage Report 

Master's Receipt for Samples 
Distribution of Documents 


9 (3 orig. &. 6 copies) 

4 

4 

4 

4 

4 

4 


Two sets of documents are handed to Master, one being for 
consignee. SELLER shall advise BUYER by telex or cable within 
forty eight (48) hours following each loading with the following 
dctails:- 

(a) Vessel’s Name . 

(b) Loading Port . 

(c) Commenced loading Date. 

(d) Completed Loading Date. 

(e) Sailing Date. 

(f) Gross and net quantities in metric tons, long tons and 

U-S. barrels. 

(g) API Gravity. 

ARTICLE EIGHT 

APPROVAL OF CONTRACT : 


This Contract is subject to the approval of the Overseers on 
behalf of the 661 Committee. Such approval shall be obtained in 
accordance with the Procedures, utilizing the form set out in 
Appendix II hereof. 


ARTICLE NINE 

SPICCIAI. CONDITIONS ; 



t . Loading of any shipment of crude oil sliall be subject to the 
authorization of the Inspectors at the port of loading. The 
Inspectors shall also have tlic authority to stop the loading If 
they determine that there is any evidence of irregularity. 
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2. Notwithstanding Sub Article 4-3 of Section Two of this 
CotJtract, the accepted date of arrival of the vessel at the loading 
ports shall be fixed on a one (1) day range. All related Ajticies 
of Section Two of the Contract will read to that effect and 
conformity. 


3. Notwithstanding Sub Article (6-5) of Section Two of this 
Contract SELLER shall be allowed as laytime at Al Bakr 
Terminal as follows :- 


Laytime Thrsl 


Vessel DWT fMTt 


36 Up to 129 999 

54 130 000- 199 999 

65 Over 200 000 


All related Articles of Section Two of the Contract will 
read to that effect and conformity. 

4. In addition to the events specified in Sub Article 6-6 of Section 
Two, any time consumed due to the Inspectors prohibiting 
loading shall not count as used laytime. 

5. This Contract shall teirninale forthwith in the event that the 

Security Council terminates the authorisation to impovl 
petroleum or petroleum products originating in Iraq. 

6. Assignment of the rights or obligations of the SELLER or 
DUYER shall be subject to the approval of the 66 1 Committee, 

7. Any claims from DUYER under Sub Article 1-3 or Article 
Seven of Section Two, and any analyses carried out under Sub 
Articles 1-5 and 1-6 of Section Two, shall copied to the 
Overseers. Payments or other awards under Article Thirteen of 
Section Two, in respect of claims under Articles one and Seven 
of Section Two are subject to the approval of the 661 
Committee. Any sum to be paid by BUYER in sctilement of a 
dispute under Article Thirteen of Section Two relating to the 
proceeds of the sale of crude oil under this Contract shall be 
paid by BUYER directly to the United Nations Iraq Account, 
Euro sub accormt. 


9 
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8. Payments lo SELLER under SUB Article 5-5 and Sub Article 6-7 of 
Section Two, and any other Payments or awards under Article Thirteen of 
Section Two, are subject to the approval of Ihe 661 Committee. 

9. This Contract shall be subject to SCR 986, SCR 11 11, SCR IMS SCR 

1153. SCR 1210, SCR 1242, SCR 1281, SCR 1302, SCR 1330. the 
Procedures and the Memorandum of Understanding between the 
Secretariat of the United nations and the Government of Iraq on the 
implementation of SCR 986 (United Nations document S/i 996/356, dated 
20 May 1996). 


ARTICLE TEN 

AODUESSES: 

In addition to the notices, declarations and other communications 
required under Article Fourteen, notices, approvals, declarations and 
Communications required above for the Overseers, on behalf of the 661 
Committee, shall be effected at the addresses below;- 


F OR SELLER: 

STATE OIL MARKETING ORGANIZATION 
P.O. BOX 5118 
BAGHDAD -IRAQ 

TELEX : 212198-212199 SOMOIK 

TELEPHONE.- 964-1-2869561 

964-1-7742040 - 10 Lines 
PAX : 964-1-8853925 


FOR BUY ER: 

JSC ZARUDEZHNEFTEOAZ- MOSCOW 
117939, STROITELEI STR. 8KOK.1. 
MOSCOW. RUSSIA 
PAX : 7095 2 92 98 49 
7095 209 79 69 
TEL : 7095 999 0 11 0 

FOR OVERSEERS 

UNITED NATIONS. NEW YORK, U.S.A. 
FAX : 212-963 - 1628 


All other terms and conditions as per (Section Two) General conditions of 
F.O.B. crude oil sales contract and attached appendices 1 & 2 ullached . 

This Contract has been done and signed on the 11^^ day of January’. 

2001 . 


FOR SKLbSU ^ 

SADDAM Z.lTASSAhr 
EXECUTIVE DIRECTOR GENERAL 
S O M O 


FOR BUYER 

V. KONRACHUK 
DIRECTOR 
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Appendix 1 

SAMPLE LETTER OF CREDIT TO COVER OIL PURCHASES - OPENED BY 
ANOTHER BANK ACCEPTABLE TO BNP 

To BANQUE NATIONALE DE PARIS S.A. 

NEW YORK BRANCH 
TELEX NO. 6737018 

DATE : 

PROM: (OPENING BANK) 

TEST KEY : 

PLEASE ADVISE OUR FOLLOWING IRREVOCABLE DOCUMENTARY 
CREDIT TO THE BELOW MENTIONED BENEFICIARY ADDING YOUR 
CONFIRMATION . FOR INFORMATIONAL PURPOSES ONLY PLEASE 
forward A COPY OF THIS LETTER OF CREDIT TO THE CENTRAL 
BANK OF IRAQ FOR PURPOSES OF ADVISING STATE OIL MARKETING 
ORGANIZATION (SOMO) PURSUANT TO THE 661 COMMITTEE 
PROCEDURES WE HAVE OBTAINED THE NECESSARY 

GOVERNMENTAL AUTHORIZATION FOR THE ISSUANCE OF THIS 
LETTER OF CREDIT . (OR ; NO GOVERNMENTAL AUTHORIZATION IS 
REQUIRED FOR THE ISSUANCE OF THIS LETTER OF CREDIT) 

QUOTE : 

OUF? REF (LETTER OF CREDIT NO) 

BY ORDER OF : (ACCOUNT PARTY) 

INFAVOR OF : THE UNITED NATIONS 

FOR A MAXIMUM AMOUNT OF EURO _(EURO AMOUNT SPELLED OUT) 

FOB . 

THIS CREDIT IS AVAILABLE BY DEFERRED PAYMENT AT THIF^TY (30) 

DAYS FROM BILL OF LADING DATE (INCLUDING B/L DATE) AGAINST 

PRESENTATION NOT LATER THAN / 2000 (insert validity date) t;. 

OF THE FOLLOWING DOCUMENTS AT THE COUNTERS OF BANQUE \ 

NATIONALE DE PARIS, SA., 200 LIBERTY STREET, NEW YORK, NEW \ ^ 

YORK . , 


1 
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ATTN ; TRADE FINANCE SERVICES : 

1 THIRTY (30) DAYS DATE DRAFT DRAWN BY THE UNITED NATIONS ON 
BANQUE NATIONALE DE PARIS NEW YORK BRANCH AND PAYABLE TO 
THE UNITED NATIONS IRAQ ACCOUNT, EURO SUB-ACCOUNT 
ACCOUNT NUMBER 0200-201752-002-05 . SUCH DRAFT MUST BE 
DATED THE ON BOARD DATE ON THE BILL OF LADING . 

2- SOMO'S DULY SIGNED ORIGINAL COMMERCIAL INVOICE PLUS ( ) 

COPIES COVERING (QUANTITY) OF BARRELS (PLUS OR MINUS 

FIVE PERCENT) OF KIRKUK OR BASRAH LIGHT CRUDE OIL FROM 
(PORT OF SHIPMENT) TO (DESTINATION) ON M/T TBN . 

invoice TO SHOW QUANTITIES IN METRIC TONS. LONG TONS AND 
U S, BARRELS . 

PRICE : (AS AGREED) ( PLEASE SEE ATTACHMENT A ) 

invoice MUST STATE THAT PAYMENT IS TO BE MADE TO THE 
UNITED NATIONS AT BANQUE NATIONALE DE PARIS, S. A. NEW YORK 
BRANCH FOR CREDIT TO THE UNITED NATIONS IRAQ ACCOUNT. 
EURO SUB-ACCOUNT. ACCOUNT NUMBER 0200-201752-002-05 , 


INVOICE TO ALSO INDICATE THE FOLLOWING ; 

- API GRAVITY AT 60 DEG F OF THE CARGO LOADED . (NO GRAVITY 

ESCALATION) . 

- PRICE CALCULATED AS PER PRICE CLAUSE ABOVE . 

B/L DATE . 

CONTRACT NO. 

SHIPMENT NO . 

BNP CONFIRMATION NO . 

- OPENING DANK L/C NO . 

3- FULL SET CLEAN ON BOARD OCEAN BILLS OF LADING IN 3/3 ORIGINAL 
AND ( ) NON-NEGOTIABLE COPY(IES) DATED ON BOARD AND ISSUED 

TO THE ORDER OF SHOWING SHIPMENT FROM TO 

MARKED" FREIGHT PAYABLE BY BUYER AS ARRANGED" . 

EACH ORIGINAL BILL OF LADING TO BE ORIGINALLY SIGNED AND 
STAMPED BY VESSEL’S MASTER AND MARKED WITH THE SHIPMENT 
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4- CERTIFICATE OF IRAQI ORIGIN ISSUED BY SOMO IN ( ) ORIGINAL AND 

( ) COPY . 

5 - QUANTITY AND QUALITY CERTIFICATE IN ( ) ORIGINAL AND ( ) COPY 

COVERING THE SALE OF ( ) BARRELS ( PLUS OR MINUS FIVE 

PERCENT ) OF CRUDE OIL FOB CEYHAN AND OR AL BAKR TERMINAL 


SPECIAL CONDITIONS : 

THE AMOUNT OF THE PRESENT LETTER OF CREDIT iS 
AUTOMATICALLY ADJUSTED TO CORRESPOND TO THE FINAL 
INVOICE PRICE WITHOUT ANY AMENDMENT TO THIS LETTER OF 
CREDIT . 

SHIPMENT : FROM THE PORT OF ^AT THE LATEST 

WHERE COPIES OF DOCUMENTS ARE CALLED FOR , PHOTOCOPIES 
ARE ACCEPTABLE . 

THIS LETTER OF CREDIT IS NOT ASSIGNABLE AND NOT 
TRANSFERABLE . 

PARTIAL SHIPMENT IS PERMITTED . 

- TRANSSHIPMENT PROHIBITED . 

DOCUMENTS PRESENTED LATER THAN 21 DAYS AFTER BILL OF 
LADING DATE BUT STILL WITHIN THE CREDIT VALIDITY ARE 
ACCEPTABLE . 

CHARTER PARTY BILLS OF LADING ACCEPTABLE . 

ALL BANKING CHARGES WITHIN IRAQ ARE FOR THE SELLER'S 
ACCOUNT, WHEREAS ALL CHARGES OUTSIDE IRAQ INCLUDING 
BANQUE NATIONALS DE PARIS S.A. NEWYORK BRANCH CHARGES 
AND FEES ARE FOR BUYER'S ACCOUNT . 

IN THE EVENT THE ORIGINAL DUE DATE FALLS ON A SATURDAY OR 
ON A NEW YORK BANK OR FRENCH BANK HOLIDAY OTHER THAN 
MONDAY. SUCH PAYMENT SHALL BE MADE ON Tl-IE LAST 
PRECEDING NEW YORK AND FRENCH BANKING DAY. IN THE EVENT 
THE ORIGINAL PAYMENT DUE DATE FALLS ON A SUNDAY OR A 
MONDAY NEW YORK OR FRENCH BANK HOLIDAY , PAYMENT SHALL 
BE MADE ON THE NEXT SUCCEEDING NEW YORK AND FRENCH 

banking day , 

- PROVIDED ALL TERMS AND CONDITIONS OF THIS LETTER OF CREDIT 
ARE COMPLIED WITH. PROCEEDS OF THIS LETTER OF CREDIT WILL 
BE IRREVOCABLY PAID INTO THE UNITED NATIONS IRAQ ACCOUNT. 
EURO SUB-ACCOUNT. ACCOUNT NUMBER 0200-201752-002-05 WITH 
OANQUE NATiONALE DE PARIS. S.A. NEW YORK BRANCH. THESE 
INSTRUCTIONS WILL BE FOLLOWED IRRESPECTIVE OF ANY 
CONFLICTING INSTRUCTIONS CONTAINED IN THE SELLER’S 
COMMERCIAL INVOICE OR ANY TRANSMITTED LETTER . 
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WE HEREBY ENGAGE WITH THE BENEFICIARY AND BANQUE 
NATIONALE DE PARIS S.A.. NEW YORK BRANCH THAT DOCUMENTS 
DRAWN UNDER AND IN COMPLIANCE WITH THE TERMS OF THIS 
CREDIT WILL BE DULY HONORED UPON PRESENTATION AS 
SPECIFIED . 

THIS TELEX IS THE OPERATIVE INSTRUMENT AND WILL NOT BE 
FOLLOWED BY A WRITTEN CONFIRMATION (IF ORIGINAL IS 
TRANSMITTED, THIS WOULD NOT APPLY) . 

THIS CREDIT IS SUBJECT TO THE UNIFORM CUSTOMS AND PRACTICE 
FOR DOCUMENTARY CREDITS (1993 REVISION) INTERNATIONAL 
CHAMBER OF COMMERCE PUBLICATION NO. 500, 

UNQUOTE : 

SPECIAL INSTRUCTIONS TO BANQUE NATIONALE DE PARIS S.A., NEW 
YORK BRANCH : 

WE HEREBY UNDERTAKE TO HONOR YOUR TELEX/SWIFT 
REIMBURSEMENT REQUEST FOR PRINCIPAL AND ALL OF YOUR 
CHARGES . INCLUDING CONFIRMATION AND NEGOTIATION FEES FOR 
PAYMENT AT MATURITY. ACCORDING TO YOUR PAYMENT 
INSTRUCTIONS . IF OUR COVER DOES NOT REACH YOU IN TIME TO 
REIMBURSE YOU FOR YOUR PAYMENT UNDER THE CREDIT ON DUE 
DATE, WE HEREBY UNDERTAKE TO COMPENSATE YOU FOR ANY 
LOSS OF INTEREST INCURRED BY YOU DUE TO THIS DELAY . 


REGARDS, 
(OPENING BANK) 


4 
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SECTION TWO 
GENERAL CONDITIONS 
F.O.B. CRUDE OIL SALES CONTRACT 
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ARTICLE ONE 

MEASUREMENT AND SAMPLING 


1 - Measurement of the quantities and the taking of four (4) samples for the 
purpose of determining the quality of the crude oil in each shipment 
shall be carried out in accordance with good standard practice at the 
port of loading at the time of tlic shipment in question . 

2 - The bill of lading shall indicate the quantity of crude oil delivered in 
conformity with measurements at the port of loading and shall be 
considered final and binding upon both parlies after deduclion of boitom 
sediments and water . 


3- Any claims from BUYER as to determinations made at the loading port 
relating to the quality delivered shall be sent to SELLER within sixty 
(60) days from the date of the bill of lading . 


4- No claim submitted by BUYER for one lot of the crude oil shall be 
regarded as a reason for rejecting any other lot of the crude oil to be 
delivered under tlte present contract . 


5- In case of a dispute arising over the quality of the delivered crude oil, 
BUYER and SELLER will refer to the analysis of the two samples to be 
carried out independently by the two parties . These analyses will be 
binding upon both parties provided they are found in agreement with 
each other within the reproducibilities of IP or ASTM methods . 


6- Should these analyses prove different , however , the other two samples 
shall be analyzed by a third laboratory , to be agreed upon by both 
parties . The result of this analysis shall be final and the cost thereof 
siia!} be borne by the party losing the claim . 
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ARTICLE TWO 
RISK AND PROPERTY 

Title to the crude oil and all risks thereof shall pass to BUYER when 
ihc oil passes the flange connection between the delivery hose and the 
vessel's permanent hose connection at the loading port. However, any 
loss of or damage to the oil during loading , if caused by the vessel , 
shall be as between the parties hereto, for the account of BUYER who 
shall bear all prejudicial consequences thereof . 


ARTICLE THREE 
LIFPING PROGRAMME 


!- BUYER shall lift the quantities of crude oil agreed upon in this contract 
as follows : - 

A- OunnVitics to be lifted under this contract shall be fairly evenly spread . 

B- BUYER shall notify SELLER of quarterly requirements for the full 
calendar year at least sixty (60) days before cojumencemeni of the 
relevant year or at date of signature of new contracts if later then 
November 1st of the preceding year . 

C* DUYFiR shall specify monthly liftings during each quorler at lease 
forty five (45) days before commencement of the relevant quai'ter . 



The above - mentioned tentative schedules, which arc to be supplemented 
to cover all contracted quantities, may be altered by express request of 
BUYER, subject to SELLER'S approval SELLER shall not 
unreasonably withhold its approval, and will notify BUYER within 
tifieen ( 1 5) days of the request . 
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V Jf. during any calendar quarter, BUYER fails to take deliveries of any 
quantities of crude oil provided for during such quarter ; SELLER , after 
allowing for normal operational slippage of a nominated and accepted 
vessel between the quarters and a previously accepted tolerance of up to 
five percent (5%) of the quarterly contracted quantity, may deduct such 
quantities from the total quantities of crude oil to be delivered under this 
contract . 


ARTICLE FOUR 
NOMINATION OF VESSELS 

1- BUYER shall notify SELLER twenty (20) days before the beginning of 
each month of its loading programme for that month. Such programme 
shall specify for each vessel : > 

- The expected date of arrival of each vessel . 

- Quality and Quantity of crude oil to be loaded, five percent (5%) more 
or less . 

-Vessel's name or TBN . 


- Port(s) of discharge and destinations . 

- Instructions needed by SELLER to issue documents in 
accordance with effective export regulations . 



2- SELLER shall notify BUYER not later than ten (10) days after receipt of 
the notice specified hereinabove whether it accepts or refuses schedules 
or nominations . In case of refusal, SELLER shall propose other dates 
which shall be as close as possible to those proposed by BUYER . Dates 
tlnis determined shall be deemed accepted by BUYER unless the latter 
advises SELLER to the contrary within three (3) working days following 
receipt of SELLER'S notification . 
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3- f'hc date of arrival of the vessel at the loading port shall be as i'oHows ; . 

a) l‘or Mediterranean ports ; the date of arrival shall be within a range of 
three (3) days extending one (1) day before and one (1 ) day after the 
expected dale of arrival . 

b) for Arabian Gulf ports ; the date of arrival shall be within a range of 
five (5) days extending two (2) days before and two (2) days after the 
expected date of arrival . 

However an accepted date of arrival may be changed at any 
time by BUYER with SELLER'S consent . 

4- BUYER slial! require vessel’s master to advise loading port by radio or 
cable of vessel’s expected day and time of arrival at least seventy two 
(72) hours, forty eight (48) hours and twenty four (24) hours before 
nrrivai . 

failure lo give any notice at least twenty four (24) hours in advance of 
arrival of any vessel will increase laytime allowed SELLER by an amount 
equal to the difference between twenty four (24) hours and the number of 
hours prior to arrival of such vessel that notice of such ETA is received 
by SEI„l..ER , 

5- Nominations quoted as TBN shall be replaced by firm vessel nomination 
with the same accepted date range and to load a similar quantity of crude 
oil at least five (5) days before the firm date of arrival . 

Should BUYER fail to give the above notice of at least five (5) days, the 
deemed arrival date of the vessel shall be the fifth day after the date when 
notice is received by SELLER . 

6- Should BUYER wish to substitute a vessel of different si^e to load a 
different quantity, this shall be subject to prior approval of SELLER , 

7- BUYER shall specify when the nominated vessel is for part cargo and 
advise SELLER the DWl' of the vessel and cargo on board (if any) which 
should not exceed the allowed limits set by port authorities . 
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ARTICLE FIVE 
VESSEL BERTHS 

I - t .ach vessel shall comply with all regulations in force at the loading port , 

2- Loading berth indicated by SELLER'S representative shall enable a 
vessel, to proceed thereto, lie thereat, and depart therefrom always safely 
alloat . 

,1- Sf lLLLR'S representative may shift the vessel at the loading port from 

one berth to another, and shall then assume all extra expenses in 
cuiiiicciion therewith . Such shifting time shall be counted as used 
laytime . 

1- Vessel shall vacate her berth as soon as loading is completed . In the 
event of failure to do so, BUYER shall pay SELLER for any resultaiu 
demurrage, loss or damage which SELLER may incur including such as 
may be incurred due to resulting delay to other vessels awaiting their turn 
Id load . 

5- If in the course of entering berth or mooring or loading or unmooring or 
leaving berth, the vessel or her crew damage any of the terminals, sea or 
shore installations or equipment due to negligence or any reason, 
BUYER shall be responsible for all claims, damages, costs, and 
expenses arising therefrom . 


ARTICLE SIX 
LOADING CONDITIONS 

1- Vessels arriving within their agreed period shall be loaded in order of 
tendering their notice of readiness . 


2- Upon arrival of the vessel at the loading port, the master or his 
representative shall tender to SELLER'S representailve notice of 
readiness of the vessel to load crude oil, berth or no berth . 
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3 - Laytime shall commence six (6) hours after notice of readiness to load 
has been tendered by the master to SELLER or SELLER’S 
representative, subject to BUYER'S and vessel's compliance with ai! 
other provisions of this Contract and if the notice is tendered within the 
range of days as defined in Article Four para . (3) of this Section . 

] r the notice is tendered before the beginning of the period as 
defined in Article Four para (3) of this Section, then laytime shall 
commence at 6A.M. local time on the on the first day of such period . 
However if the vessel is moored at loading berth before 00.01 hours on 
the first day of the period hereinabove indicated, then laytime shall 
commence six (6) hours after completion of vessel's mooring berth oi on 
commencement of loading, whichever shall first occur . 

11' the notice is tendered after the expiration of the period as defmed in 
Article Four para . (3) of this Section, loading will be made in accordance 
with SELLER'S possibilities and laytime will commence upon 
commencement of loading . However, SELLER may refuse to load a 
vessel which has arrived more than ten (10) days after noon time of the 
date deiennined as in Article Four para (3) of this Section , 


1 f notice is tendered at a time when there was bad weather at the loading 
port, laytime shall commence six (6) hours after the end of the bad 
weather . However, if the bad weather lasted beyond the accepted range, 
then laytime shall commence upon commencement of loading and the 
vc.ssel shall not lose its loading turn . 

4- Laytime shall end when loading hoses have been disconnected 
after completion of loading . 

.S- SELLER shall be allowed as laytime within which to complete each 
shipment at each port of loading one - half the total laytime as published 
in the worldscale, i.e. thirty six (36) hours laytime, Fridays and Local 
Public Holidays excluded, unless actually used in the loading of such 
siiipmcnt . 

6- Any time consumed due to the following shall not count as used 
laytime : - 
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- Delay lo the vessel in reaching or clearing her berth caused by 
conditions beyond SELLER’S control . 

- Delay to the vessel during loading, including delay due to 
inability of the vessel’s facilities to load the cargo within the lime 
allowed and generally speaking any time lost on account of vessel 

- 1 1' BUYER or owner or master of the vessel or port authorities 
prohibit loading at any time . 

- Any delay on account of bad weather after remittance of notice 
or during loading . 

> Discharging of ballast and changing type of crude . 

- Awaiting customs and immigration clearance and pratique . 

- Awaiting pilot or lugs, or while moving from anchorage 
to place of loading . 

7- In case of dirty ballast or overflows on board or pollution of sea water by 
oi! or loss of oil due to overflows or leaks of oil on board or ashore 
caused by the vessel, BUYER will be fully responsible before the port 
authorities and SELLER for all claims, losses, costs and expenses 
arising therefrom . 


ARTICLE SEVEN 
DEMURRAGE 

I- l‘or the period that used laytime at the loading port exceeds the allowed 
laytime specified in Article six para (5) of this Section, SELLER shall 
pav to BUYER demurrage computed on an hourly basis in accordance 
with the rate published in WORLDSCALE in force on the day when 
loading begins, for the size vessel in question per day and prorate to any 
part of the running day, and the size of cargo loaded plus five percent 
(5%) in case of part cargo loading . 

'ihe WORLDSCALE flat rate is the ceiling to be adjusted by cither of the 
Jlillowing as the case may be : 
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a. C’harter party rate when the BUYER is the charterer of 
the vessel, or 

b. 'i ite Al-RA rate if the vessel is on time charter or under 
BUYER'S control, or 

c- Published London market single voyage charter rate at the date 
of loading for a vessel of a similar size in a similar trade to the 
vessel in question . 

2- However, if demurrage occurs at the loading port because of fue or 
explosion in or about the plant of SELLER, or because of breakdown of 
mnchinei'y or equipment of SELLER, the rale of demurrage shall be 
reduced to one - half. 


Notwithstanding the above, no demurrage shall be payable in the event 
SELLER is prevented from or delayed in delivering all or any part of the 
crude oil for reasons of force majeure; or if the claim for demurrage is 
received by SELLER after sixty (60) days from the date of the Bill of 
l.adijig ; or if the fully documented claim itself for demurrage is received 
by SELLER after ninety (90) days from the date of the Bill of Lading . 

ARTICLE EIGHT 
TAXES AND DUTIES 

1 - BUYER shall bear alone port dues and fees charged on vessels at 
the port of loading . 

2- Dues and other charges on the crude oil loaded or to be loaded 
shall be borne by SELLER . 
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ARTICLE NINE 

1 ERMINATION IN THE EVENT OF 
LIQUIDATION OR DEFAULT 


SBLLBR may lerminate this contract forthwith on giving to BUYER 
notice in writing to that eftcct in the event that : 


BUYER goes into liquidation or enters into an arrangement or 
composition with its creditors ; or 


- BUYER shall be in arrears with the payments due to SELLER 
under this Contract ; or 


Whereby the terms of the Contract , a minimum quantity of 
crude oi! is to be taken by BUYER within any specified period . 
BUYER fails in the said period to take delivery of the said 
minimum quantity ; or 


In the event ofany breach of Article Ten or Eleven by BUYER ; 
or 


(n case of any change in ownership , shareholding , counti*y of 
registration or preinlses etc . that relate to BUYER as a 
contracting parly . 


ARTICLE TEN 
ASSIGNMENT 

1- Neiihcr party shall have the right to assign its rights and 

obligations under this Contract in whole or in part without the 
written consent of the other. 
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2 - In ihe event ofan approved assignment , assignor shall be jointly 
heid responsible with assignee for the full performance of its 
obligations towards the other party . 

It is expressly understood that BUYER will process crude oil sold under 
this Contract in its own processing facilities or under processing 
arrangements with other refiners for BUYER'S own account for which 
SELLER'S prior approval must be obtained . 

BUYER also undertakes that under no circumstances shall BUYER 
rcsci! or exchange the said crude oil in its original form or blend it with 
any other crude oil or crude oil derivatives for purposes of resale or 
exciiangc 


ARTICLE ELEVEN 
DESTINATION 

f-ixcepl to the extent inconsistent with the laws of BUYER'S country' and 
laws applicable to Banque Nationale de Paris : 

1- BUYER acknowledges that all laws , regulations and rules of the 
Rcptiblic of Iraq relating to destination of crude oil purchased 
hereunder shall apply to BUYER . 

.2- BUYER undertakes that all laws , regulations and rules of the 
Republic of Iraq shall apply to vessels employed by him to transport 
crude oil covered by this Contract . 


3- buyer undertakes , whenever required , to submit to seller or his 
representative within a reasonable time , the discharge ceriincate of 
each shipment duly endorsed by the Iraqi Representation (or any other 
acceptable Representation) in the country of destination . 


ARTICLE TWELVE 
FORCE MAJEURE 

1- 1-ailure or omission to carry out or to observe any of the terms . 
provisions or conditions of this Contract shall not give rise to any claim 
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by one party hereto against the other or be deemed to be a breach of this 
Contract jf this is due to force majeure . 

! r by reason of force majeure the fulfilment by either party of any terms 
and conditions of tliis Contract is delayed for a period not exceeding 
three (3 ) months the period of such delay shall be added to the duration 
of this Contract , If , however , the period of delay exceeds three (3) 
monilis , eitlter paity at any time after the expiry of the three (3) months 
shall have the right to terminate this Contract by giving written notice . 


ARTICLE THIRTEEN 
ARBITRATION 

- The iwo contracting parties shall settle in good faith any dispute arising 
from this Contract through negotiations by the representatives of the two 
panics . If no agreement can be reached within a period of thirty (30) 
days , the two parlies shall settle the dispute by way of arbitration as 
stated in paragraph (2) of this Article . 


- The Arbitration Board shall be composed of three members , each 
conlraciing party shall select one member . The two selected arbitrators 
shall together select an umpire to be the President of the Board . If the 
two parties fail to select the arbitrators in the manner shown above within 
a period of three (3) months , the members of the Arbitration Board shall 
be appointed in accordance with the rules of arbitration of the 
International Chamber of Commerce and the arbitration place shall be 
Baghdad or any other place mutually agreed upon . 
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ARTICLE FOURTEEN 
NOTICES 

1 - Ax'iy notices , declarations and other coimnuntcations which either parly 
may be required to give or make to the other party shall , unless 
otherwise specifically provided elsewhere , be given in writing within the 
recjuircd time and sent by post , by telegraph or by telex to the address of 
the other party specified for this purpose in the Contract and shall , unless 
otherwise specifically provided herein , be deemed to have been given or 
made on the date of receipt by the other party . 

2- liither parly , by not less than fifteen (15) days notice in writing to the 
other party , may from time to time change its address . 


ARTICLE FIFTEEN 
APPLICABLE LAW 


rhis Contract shall be construed and governed in accordance with the 
laws of the Republic of Iraq . 
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KRAKflfe . 

II 

APytlCATKm FOUH TO lEfitlSST AypRPV**- OF CCWTftACT 

VHe cn^xrmct wixh tnc Iraqi State Oil nerketlnq 

Oroarlratler (SOMO) fdr the vMrchtse of petreleeii and/or 
oetrolcufa oretfects It suhPltted for eporovel In tceerdenee with 
oartereeh 1 (el of Security Council rotelutlon 986 (1995), 
ancvi^itir Council rvsn'Mixion liii 1199/), Security Council rccolutlon 
1143 (1997), Seciipity Council retnlMtlon 1153 (1998), Security 
Council reselutlon 1210 (1998), Security Cnuncil reselwtlen 12<2. 

Security Council resolution 1281 (1999), Security Council resolu- 
tion 1302 (2000). Security Council Resolution 1330J2000). end the 
nrocedures of the Security Council connittee established bv resolu- 
tion 661 (1990) concernino the situation between tree end Kuweit, 
edonted at Its )42nd neetlno held on 8 Aunust 1990. 

1 nf orwatlon -about the- f orchaser 

Name of Purcheslnn entitv: S^tocK CODipAljy ZA 

Plaee of reel streticn: MoSCO'A/ OT R.E(? i STRAf"* 0 A/ 

Address: 5rR0i TE U^V CORPUS 1 PuS'Sid. 

Contact Person: Ai^A/jda ercwC/TcK^i^e X/lco '' 

T.l#«hone: 55\-92-22 Telefer- 3’?>l-(2'5^ ToIpy; A85\2'iGAL KLi 

Sunwery of Contract Terrs 

Cuentltv of Crude q\t ^ 1. o oo. BSCS 

Ouellty of Crude Oil: (CiRKuiC 
Pricine Forsuiln: OSP OF SC>t^/u^ 

0»te(s) of Lnadino at Cevhan: To-^ 

Oete(s) of loadino at Mine Al-Hetr: — 

hame of Vessel and destination (If evallable); I pA/ 

pevnent details (draft of irrevncable L/C, etc.): L/C Tf>A^ 

Plcvse find actacheo a copy ot the contract, dratt Irrevocable 

Letter of Credit to be opened and all surnortlrr dccurants. 

Sinnatura: .... 

hare of Slonatoryr 

We o(^reed -io accept isee-ticn yz as pe/' 
eorr/rac^ Afy/cipy 

Geneeof Dir-ecior' 
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Contract between State Oil Marketing Oroanizatlon 
(hereinafter caned SELLER) of the one part and ZARUBEZHNEFTEGAZ 
JOINT STOCK COMPANY (hereinafter called BUYER) of the other part. 

Whereby It Is aoreed as follows:- 


SECTION OWE 

Wherever the General Provisions of Section Two, attached 
and herein Incorporated in this Contract, are at variance or 
in conflict with this Section One. the orovislons of Section 
One shall oovern. 


ARTICLE ONE 

BEFINITIOHS 


As used in this Contract, unless otherwise provided, the 

followlnp words and terms shall have the followino meaninos;* 

Barrel : means forty-two (42) U.S. Gallons at sixty denrees 

(60") Fahrenheit and at normal atmospheric pressure. 

Day means a period of twentv-four (24) runnino hours 

commencino at 00.01 hours local time at the port 
of loadlno. 

Barrel per means the averaoe ouinber of barrels of crude oil 

nay (B/d): supplied durlno a calendar dav as defined above. 

F.O.B: means "Free on Board" as referred to In the ICC 

Incoterms 19B0. 

Dollar {$): The currency of the United States of America. 

Euro Thw currency of the European Union. 


1 w 
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8. tA SEllEK %¥h Artleln S-S Sub Article 

fi-7 of S«ct1oA Two, oofl »nv othor r»rwont« or oword* nndor 
Article Thirteeo of Soetloo Two, ore ftih,1eet to tbo •oorevol 
of the €61 Connltteo, 

9 . Tbl9 Cootroct shall be sobToet to SCR 986, SCR 1111, SCR U43. 
SCR 1153, SCR 1210, SCR 1242, SCR 1281, SCR 1302, SCR 1330, the 
prococlures and the Keworaodvin of Understandlno between the 
Seeretarint nf the United Nations and the Government of Iran 

on the Ifoplewentatlon of SCR 986 (United Nations dncunent 
S/1996/356, dated 20 Hay 1996). 

Other Terfss and Conditions as ner the standard SONO General 
Conditions F.0.8. Crude Oil Sales Contract (Section Two). 

ARTICLE-TCN 

ABPRESSES ; 

In addition to the notices, declarations and other eommitnicatlons 
rennired under Article Fourteen, notices, annrnvals, declarations 
and conmonleatlons reouired above for the Overseers, on behalf of 
the 661 Committee, shall be effected at the addresses below:. 

FOR SettER : 

STATE OIL MARKETING ORGANIZATION 
P.O.BOX 5118 
8ABM0AD * IRAQ 

TELEX! 212198 - 212199 SOMO U 

TELEPHONE: 964.1.2869561 

964.1-7742040 - 10 Lines 
FAX: 964.1.2853925 

FOR BUYER? 

7ARUBE7MHEFTC6A2 JOINT STOCK COMPANY 
69 A, NOVOCHEREMUSHKINSKAYA STR. 

MOSCON, 117411, RUSSIA 
TEL: (09$) 331*92-22 
FAX: (095) 331-12-97 

FOR OVERSEERS : 

UNITED NATIONS, NEW YORK. 11. 5. A 
FAX; 212 - 963 - 1628 


This Contract has been done and sinned on the 18th dav of Jan. 2001. 
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AntwftcH* II 

AMtlOTIOII^FORH T0 >E^M£ST *fPRPY<:t OF COWTItH-CT 

H»e ^ti^chec eo«tr«ct with tii« Ir ««1 St«tc Oil Hirk«t 1 ii^ 

OreahtritlOh (SOHO) for th* vsrehaoc pf |»«tre)««« anO/er 
Betro 1 »u» proOwcts 1 c iub» 1 tt.#P for approvnl in ■ceertfanc* with 
paraprcDh 1 (a) of Sacurl ty , Coofiel 1 reteletlen 9 B 6 ( 199 S). 
li^cur^iiy Council reto'iotion lill ( 1997 ). Securltr Coancll racniutlen 
1143 { 1997 ), Sacurltv Council recolutlon 1153 ( 199 S), Sacurlty 
Council roselutlon 1210 ( 1996 ), Socvrltr Council resolution 1242 . 
Security Council resolution 1261 ( 1999 ), Security Council reselu* 
tion 1302 ( 2000 ), Security Connell Resolution 1330 ^ 2000 ), anO the 
nrccetfures of the Security Council covolttee established by resolu. 
tion 641 ( 1990 ) concernlno the situation between frao and Kuwait, 
Bdeoted at Its 142 nd neetinn held on B Aunust 1990 . 

Inf erne tion - aboet the- purchaser 

«... .f ..tU»: 3 aivtStocK Qftpwv "ZAwkUEFW" 

Place of reolstrntlen: MoSco'A/ OF OA/ 

AdOr.-ts: 8 , ii'TROi TE L.ey^foKPU & i MoSCOvt/ 

Cortfct p.rson: ALe»tAA/dp S-cw/fcKiRiS X/(co i or .ni /"*7 

T.l.nhpr. : 55 \- 92 - 2 .Z T. 1 Pf.»- 3 ^ 1 -IZ - 9 -?" TpI «» ; Ao 3 |2 6 vjnl 

Sunwary of Contract- Terrs 

0.i.PtUr of Cr./<l« Oil: \.ooo.^oo Btes 
Ouallty of Crude Oil: iCiRICU^ 

Prlcino Forfiwln; OSP OF 
Dat«(s) of Loadlno #t Cevhan: T 

Date(s) of Loadino at Mina M-Bekr: — TRaV 

Mame of Vessel and destination (If eyailahle): -r-o a/ 

parnent details (draft of Irrevocable L/C, etc.): L/C (O^ 

Plrpss fine attacheo a cor»v ot the contract, draft irrewoenMe 

Letter cf credit to be onened and all surnortlrr deewrents. 

Slonature: .... 

Nave of Slooatorv; 

T 1 1 1 # : . J 3 . .G ? « p.(? ft U i 5 
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January 30, 1991 

December 6, 2000 

December 1 8, 2000 

February 4, 2002 
May 2, 2002 

August 20, 2002 
September 1 9, 2002 

December 10, 2004 

January 13, 2005 

January 2 1 , 2005 
February 3, 2005 

February 16, 2005 


Tab 50 


OH for Food — Newspaper Articles 


French Defense Minister Resigns Amid Dispute Over Military 
Aims (The Washington Post) 

Saddam Plays the Oil Card to Have His Way with West (Denver 
Rocky Mountain News) 

Iraqi Lifter Says Baghdad Waives 40 CT Surcharge (Platt’s 
Oilgram News) 

Syria Takes Record Volume of Iraqi Oil, Taunting UK (Energy 
Intelligence Briefing) 

Secret Pipeline: How Iraq Reaps Illegal Oil Profits - Saddam 
Diverts Millions Destined for Food Aid; Fuel for a War Machine - 
U.N.’s Failure to Plug Leaks 

U.S. Companies Slash Imports of Iraqi Oil (The Washington Post) 

Threats and Responses; Commerce; Europeans Strive to Tighten 
Trade Ties With Iraq (The New York Times) 

Big Spender: was the US-led coalition a careless steward of 
Dollars 20bn of Iraqi funds? A United Nations resolution 
demanded that Iraq’s assets be spent transparently and in the 
interests of its people. (The Financial Times London) 

US ignored warning on Iraqi oil smuggling: Washington accused 
of taking part in a conspiracy that violated sanctions and enriched 
Saddam Hussein (The Financial Times London) 

Oil smuggling suspects awarded Pentagon Iraq contract (The 
Financial Times London) 

All Players Gained from ‘Oil for Food’ on the UN Security 
Council, competing national interests and economic stakes in Iraq 
chilled willingness to scrutinize the program (LA Times) 

E-Mail Shows Jordan Seeking Approval on Oil (The Washington 
Post) 
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Copyright 1991 TTie Washington Post 
The Washington Post 

View Related Topics 

January 30, 1991, Wednesday, Final Edition 
SECTION: FIRST SECTION; PAGE A26 
LENGTH: 677 words 

HEADLINE: French Defense Minister Resigns Amid Dispute Over Military Aims 
SERIES: Occasional 

BYLINE: William Drozdiak, Washington Post Foreign Service 

DATELINE: PARIS, Jan. 29, 1991 

BODY: 

Defense Minister Jean-Pierre Chevenement, whose skepticism about allied military objectives against 
Iraq provoked controversy at home and abroad, became the first major political casualty of the Persian 
Gulf War when he resigned under fire today. 

Chevenement, a left-wing Socialist with close ties to the party's pacifist wing, will be replaced by 
Interior Minister Pierre Joxe, a presidential spokesman announced. Joxe, who has earned high marks 
for his handling of law-and-order issues, is one of President Francois Mitterrand's closest political 
allies and is expected to prosecute the war strictly according to the president's wishes. 

The departure of Chevenement, who scarcely concealed his conviction that going to war with Iraq 
could have disastrous consequences for French interests in the Arab world, came as no surprise given 
the growing embarrassment his views were causing for Mitterrand. 

A founding member of the Frencb-Iraqi friendship society who has cultivated close ties throughout 
the Arab world, Chevenement stirred resentment among France’s allies with his stated reluctance to be 
drawn into an American-led conflict that he feared would consume the entire region. His views also 
drew attacks by French conservatives, who accused him of sapping the morale of French troops in the 

gulf. 

Shortly after the war began, Chevenement insisted that French military operations be limited to 
Kuwaiti territory in keeping with his declared aim to employ force solely to liberate Kuwait and not to 
destroy Iraq. He contended that this view was consistent with United Nations Security Council 
resolutions that France, as a pemianent member, was committed to defend. 

But Mitterrand overruled ChevenemenI's position last week, saying French air and ground forces 
would launch forays inside Iraq. 
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As he stepped down, Chevenement repeated his belief that France is being prodded by the United 
States toward more controversial aims of destroying Ir^*s military-industrial complex and 
dismantling Iraqi President Saddam Hussein's government. "The logic of war risks pushing us fiirther 
every day from the objectives laid down by the United Nations," he said in his resignation letter. 

As the war moves toward possible involvemrat of ground troops, Mitterrand wants France to be fully 
engaged in the allied military effort and is detaroined to avoid creating any fissures in the 
multinational coalition opposing Iraq, according to well-informed officials. The French head of state 
also wants to maintain an irreproachable relationship with the United States during the war so that 
France, as a loyal partner, will have earned the right to play an important role in shaping a new 
postwar order in the Middle East, the officials said. 

Since Iraq's Aug. 2 invasion of Kuwait, Chevenement had been one of the most active members of the 
French government in promoting a peaceful compromise in the gulf conflict. A week before bombing 
raids began, Chevenement urged the United States to alter its stand against linking the Iraqi invasion 
with the Israeli-Palestinian conflict and make "a very little gesture" by endorsing an international 
Middle East conference. Washington refused. 

Chevenement's quCvSt for a peaceful exit from the crisis badly damaged his relationship with Defense 
Secretary Richard B. Cheney, who believed that Chevenement’s views threatened the international 
coalition's unity, Western sources said. 

After war began, the government's conservative opposition seized on Chevenement's stand to accuse 
Mitterrand of waging a "part-time war." Leaders of the moderate right demanded Chevenement's 
resignation. 

Chevenement had offered his resignation to Mitterrand on several occasions, aides said, but the 
French leader had refused to accept it. Officials close to Mitterrand said he did not want to weaken 
France's image abroad by dropping his defense minister during a crisis. He also did not want to deepen 
a factional conflict within his party over the wisdom of fighting what some left-wing members call 
"the American war." 


GRAPHIC; PHOTO, JEAN-PIERRE CHEVENEMENT 
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HEADLINE: SADDAM PLAYS THE OIL CARD TO HAVE HIS WAY WITH WEST 

BYLINE: Holger Jensen 

BODY: 

You have to hand it to Saddam Hussein. 

He lost the Gulf War, and with it control of his skies and oil revenues. He has endured a decade of 
economic sanctions. And his country is repeatedly being bombed by American and British aircraft 
responding to radar "locks” by Iraqi anti-aircraft sites. 

Yet Saddam has successfully ended the embargo on civilian air travel to Iraq, is chipping away at 
other U.N. sanctions, making friends with former Arab enemies and panicking the West by toying 
with a volatile oil market. 

The reaction from Washington has been muted because the United States and Britain are virtually 
alone in tiying to keep him isolated. 

American policymakers are not about to admit to an "Iraqi crisis" in the midst of an undecided 
presidential election. The other three permanent members of the U.N. Security Council - China, 
Russia and France - are eager to cut lucrative oil deals with Iraq and openly encouraging Saddam’s 
defiance of sanctions. 

And some of our key Middle Eastern allies, anxious to distance themselves from Washington’s 
perceived favoring of Israel in its cunent confrontation with the Palestinians, also are flocking to 
Baghdad. They include Turkey, Jordan, Egypt, Saudi Arabia and the United Arab Emirates, 

Sanctions were imposed as punishment for Iraq's 1 990 invasion of Kuwait and kept in force to curb 
Saddam's weapons programs. Only recently, Defense Secretary William Cohen reiterated the U.S. 
position that they cannot be lifted until Saddam allows U.N. weapons inspectors to verify he is not 
producing weapons of mass destruction - something he has consistently refused to do. 

But Russia and France led a charge to break the air travel ban, sending planeloads of parliamentarians 
and businessmen to an Iraqi trade fair last month. Arab nations then piled in with thinly disguised 
"humanitarian" flights, arguing that sanctions only hurt the Iraqi people, causing malnutrition and 
disease, while Saddam continues to live a life of luxury. 

Iraq resumed domestic air travel Nov. 5, forcing Washington to announce that it would only fire on 
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military flights in the ’’no-fly" zones. Last week saw the first commercial flight to Baghdad by Royal 
Jordanian Airlines. Russia’s Aeroflot plans to follow suit. And on Monday, Jordan and Tunisia were 
reported to have agreed to return 10 Iraqi airliners impounded since the Gulf War. 

Now Iraq is contesting the compensation it must pay Kuwait and demanding that the United Nations 
set aside money from every barrel of oil sold to help maintain its own oil industry. 

Iraq is allowed to sell 2.3 million barrels of oil per day under a U.N.- administered oil-for-food 
program designed to compensate victims of the Kuwaiti invasion and meet some of Iraq’s 
humanitarian needs. 

Previously, 30 percent of Iraq's oil revenue went to Kuwait. But Russia in June objected to a $15.9 
billion award to the Kuwait Petroleum Co., and France then spearheaded a compromise that cut 
Kuwait’s portion to 25 percent. The rest is used to purchase food and medicines for Iraq. 

Baghdad is now demanding a 50 cent a barrel surcharge, paid directly to Saddam's regime instead of 
the United Nations. To back up the demand and win U.N. approval of a new' pricing structure, it 
stopped pumping oil for two days, then resumed production Monday saying it would only honor 
existing contracts through January. 

Iraq has the world's second largest oil reserves and accounts for about 5 percent of production. With 
oil prices high and winter demand for heating oil peaking, the mere threat of a cutoff causes 
worldwide jitters, despite assurances that Saudi Arabia and other Gulf producers would make up the 
shortfall and the United States would dip into its strategic oil reserves to keep prices stable. 

Saddam’s brandishing of his oil weapon will, of course, further erode international support for 
sanctions. As will the Energy Department's shame- faced admission that we buy more oil from Iraq 
than Kuwait. 

Secretary of State Madeleine Albright didn't seem to know how dependent we are on Iraqi oil. After 
telling ABC news in October that the United States does not buy Iraqi oil, she belatedly learned that 
Iraq is our sixth biggest supplier, shipping an average of 585,000 barrels per day in the first seven 
months of this year. 

That makes our sanctions policy even more laughable. 


NOTES: 

Foreign Affairs 

Holger Jensen is international editor. E-mail; hjens@aol.com. His column also appears on the Internet 
at WWW. RockyMountainNnews.com / jensen / 
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HEADLINE: IRAQI LIFTER SAYS BAGHDAD WAIVES 40 CT SURCHARGE 

DATELINE: London 

BODY: 

A trader said Dec 1 5 he had ships loading Iraqi Basrah Light crude at the Persian Gulf export terminal 
of Mina al-Bakr but had not paid the 40 cts/bbl surcharge demanded by Iraq's State Oil Marketing 
Organization. 

SOMO had asked for the money to be paid outside of UN accounts in contravention of UN sanctions 
policy. The surcharge is the main stumbling block to an agreement with the United Nations on the full 
resumption of Iraqi crude exports (ON 12/15) The trader said it was not clear whether SOMO had 
changed its policy, but thought SOMO may be willing to let lifters who have incurred demurrage costs 
lift crude without paying the surcharge. 

Indian Oil Coip has also been allowed to lift crude without paying the surcharge, traders said. 

No liftings are likely at Turkey's Ceyhan terminal, the other main outlet for Iraqi crude, because of a 
lack of ships. Traders said there are no ships available for Ceyhan until Dec 25, even if the surcharge 
issue is resolved. 

Iraq has not exported crude from Ceyhan since Nov 30 due to the dispute with the UN over the 
surcharge. 

Meanwhile, Iraq Dec 15 submitted its first phase-nine oil contract to UN overseers under the 
organization’s oil-for-food program with the country, a UN spokeswoman said. Details of the 
contract will not be available until after the contract has been approved by the UT^, she said. The 
eighth phase of the program ended Dec 5. 
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HEADLINE: Syria Takes Record Volume Of Iraqi Oil, Taunting UK 
BODY: 

Syria's reply to UK accusations last week that it is illegally importing crude oil from Iraq is less than 
subtle: Syrian sanctions busting imports from Iraq are set to reach a record high of 253,000 barrels per 
day in February. In its official reply at the United Nations sanctions committee, where the UK 
launched its attack, Syria vehemently denied that it imports any crude from Iraq as these imports 'were 
not economically feasible.' 

But the Syrian loading schedule for February shows that the country plans to export 465,000 b/d this 
month, compared with 405,000 b/d last month. Syria had only a mere 212,000 b/d of its own crude to 
export in February, based on estimated production of 506,000 b/d and domestic consumption at 
294,000 b/d. UN diplomats have no doubt that the pipeline from Kirkuk to Banias is open and 
supplying the difference. 


Exports are 1792 tons in February versus 1720 tons the previous month, but the slight increase is 
spread over February's 28 days, instead of January’s 31 days. The import record is just 3,000 b/d over 
last year's high of 250,000 b/d, also set in February. According to EIG estimates, Iraqi exports to Syria 
averaged 192,000 b/d last year, at deeply discounted prices. These exports are valued at well over 
$700 million per year. Iraq's smuggling to Syria is Baghdad's main source of illegal income outside 
UN sanctions. With the quality of Syrian exports unchanged apart from a well-flagged lightening of 
Syrian Light, it is assumed that Sytrol pushes the Iraqi crude through its refineries thus freeing up its 
own production for export. 


On Feb.l, Syria's representative on the UN sanctions committee, Counselor Fayssal Mekhdad, told the 
UK that Syriahas agreed with Iraq to build a new pipeline and that Syria plans to bring any imports via 
that pipeline under UN control. But Syria, a member of the Security Council from Jan. 1, accused the 
UK and the US of applying double standards at the closed-door meeting. The UK and US have 
blocked the delivery of humanitarian aid contracts to Iraq worth over $5 billion. 


Apan from bombing the pipeline, there is very little action the UK or any other power can take to stop 
the traffic. The circumstantial evidence of an illegal Iraq-Syria oil link is extremely strong, and Syria- 
apart from a predictably supportive 


Syrian Loading Schedule For February 2002 

Syrian Light ex Banias 
DateTrader 
Feb 1-3 TUPRAS 
3-5 BP 

5-7 TFE 

7-9 CONOCO 


Souedieh ex. Tartous 


vol. 


SOFeb 

806-8 

soia-i's 

8014-16 


DateTrader 
4-6 AGIP 
API 

STASCO* 

SLAVNEFT* 


I ofl 


01/07/2005 2:56 PM 



384 


LEX1S®-NEXIS® View Printable Page 


ht^;//www .nexis.com/research/search/submilViewTagged 


8-10 RHEINOEL 

10-12 VEBA 

12- 14 STASCO 

13- 15 BP 

14- 16 SLAVNEFT 

15- 17 GALAXY 

17-19 API 

19-21 TFE 


21-25 ARCADIA 
24-26 SI NOCHEM 

26- 28 OMV 

27- 28 TFE 

27-28 REPSOL 

Total 


8018-20 SOCAP 
8021-23 ARCADIA 
4022-24 RHENOEL 
8025-27 TFE* 
4026-28 VEBA 
80 Total 
80 


BOGrand Total 
40 


80 

80 

40 

80 

1200 


+ 1,000 tons. * After Banias 


Russia- stood isolated during the meeting. London and Washingtonmay hope that the embarrassment 
of continuing pressure will help dampen Syrian criticism of the more general sanctions regime. 


Syria's higher exports also show that the country -- for now at least — has no intention of cutting term 
contracts by 20%-30% as state marketer Sytrol warned customers at the end of last year. The increase 
in the Febmary program comes from an extra 152,000 tons of heavy Souedieh crude, while the Syrian 
Light schedule actually shows one cargo less than in January. 

Windfall 

When the January schedules were released just before Christmas, the market looked as if it would tie 
gift ribbons around all the Syrian barrels and present Sytrol with a windfall. The Mediterranean 
unofficial benchmark, Russian Urals, was trading at near-parity with dated Brent, basis c.i.f. Italy, 
because of a supply shortage arising from weather-related loading delays in the Black Sea, 
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++ In million barrels 


Riding on that strength, Sytrol pushed for a January official selling price (OSP) of dated Brent plus 
Scents - which elicited howls of protest from its customers. Not least because some of them in 
December had been forced to pay as much as OSP plus 30cents as a gravity escalation clause triggered 
a penalty on the buyer of 1 Scents for each degree of API gravity higher than the official 36degrees 
gravity. For the past several months Syrian Light had grown lighter because of condensate from the 
Deir el-Zur gas project being injected into the stream. Sytrol stood its ground, however, and 
eventually declared the dated Brent plus Scents price official. It also announced that Syrian Light from 
February onwards would sport an average official API gravity of 37.7degrees with a range of 
37.4degrees to 38degrees. 

But Christmas didn’t last as long as Sytrol might have hoped. During the second half of January, Urals 
prices in the Mediterranean crashed more than $2/bbl to dated Brent minus $2.20 under the combined 
weight of a clutch of factors: Poor refining margins and high stocks; fear of buying into a falling 
market which had yet to be convinced of Opec's and Nopec’s will and ability to deliver promised 
production cuts; the resulting buying resistance being exacerbated by an increasing lack of price 
transparency in the dated Brent market because of a major trading play. Under pressure from unhappy 
customers, Sytrol accepted the need to lower its February OSP by $1.45 to dated Brent minus $1.50 
for Syrian Light. 

Going East 

The UK's actions against Syria run in parallel with an earlier battle started by the UK to subvert Iraq's 
demand for illegal surcharges on official exports under UN control, under the umbrella of the 
oil-for-food program. The UK has introduced a system of retroactive pricing for crude oil going to 
the US and to Europe, but is now planning to introduce a similar system for crude going East, as 
volumes to Asia are rising drastically. 

The system of retroactive pricing is not a formalized UN mechanism, but a de facto practice, as the 
UK and the US typically put price proposals from Iraq’s marketing arm Somo on hold, and only 
approve » or amend -• the price after the crude has been lifted. Both countries argue that the system 
allows the UN to set Iraqi crude prices that closely follow market developments, with less room for 
kickbacks to Baghdad. But the pricing system is hurting exports, as traders are unwilling to commit 
themselves to large volumes, when they do not know the price they’re going to pay for crude. 

While Iraq's total export volumes have been declining in the past two months, volumes to Asia rose in 
January, and look strong again for February. In the second half of last year, Asia imported on average 
50,000 b/d from Iraq. Currently, it is around 500,000 b/d, sources say. China, Taiwan, and India are 
topping the Asian list. The US remains the preferred destination, although volumes are falling, as are 
the number of European-bound cargoes. 

A UK diplomat said that the UN oil overseers -- who advice the sanctions committee on oil contracts 
and prices — have calculated that there is a premium in prices set for Asia, which would leave room 
for middlemen to pay surcharges. Earlier, the UK claimed that the attack on surcharges had deprived 
Iraqi leaders of $25 million in illegal income since the pricing action took effect last August. 
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But some diplomats are hesitant to extend the pricing system to Asia, as overall export volumes are 
dropping severely. "We have to be cautious now and look at the consequences. The costs could be 
greater than the benefits," one diplomat said. Iraqi liftings have been slow in December and January, 
the first two months of phase 1 1 of the oil-for-food program. December exports averaged 1 .4 million 
b/d, down from 2.1 million b/d in November, and January exports averaged 1.5 million b/d. 

The drop in exports has cost Iraq over S700 million in revenue for its UN funds, of which Iraq can 
spend 72% on food, medicine, and spare parts for the oil industry. Somo sent a letter to the UN 
complaining that retroactive pricing is hurting traders, and the Iraqi people, and asked for the system 
to be abolished. But the UK and the US said that only Iraq is to blame for dropping export volumes, 
because Baghdad continues to insist on illegal revenue. 

With the US and the UK increasing diplomatic pressure, and Washington talking louder about military 
attacks on Iraq, President Saddam Hussein has offered to open a dialogue with the UN, without any 
preconditions. Iraq has started a charm offensive amongst Arab stated, Russia, and China to discuss 
the US military threat and the US demand to allow arms inspectors back into the country to check 
Iraq’s capability of producing weapons of mass destruction. Iraq kicked out UN inspectors in 
December 1998. 

Some analysts wonder why Iraq's president Saddam Hussein is making such a big deal about the 
surcharges, as he might be cutting his nose to spite his face by insisting on the kickbacks. If he had 
toed the UN line on oil pricing, and export volumes had stayed at previously sustained levels of 
around 2.1 million b/d, the extra revenue accruing to the humanitarian aid budget would have been 
some $500 million. 

Had Baghdad used the funds to purchase non-controversial goods only, the 10% kickback that 
suppliers of food and medicine have to pay Saddam Hussein for the privilege of a contract, would 
have amounted to roughly $50 million in income outside UN control — or twice the amount the UK 
claimed the retroactive pricing discipline has deprived him off so far. 

By Axel Bush in London and John van Schaik in New York 
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Secret Pipeline: How Iraq Reaps Illegal Oil Profits — Saddam Diverts Millions Destined for Food Aid; 

Fuel for a War Machine — U.N.'s Failure to Plug Leaks 

By Aiix M. Freedman and Steve Stecklow 
3,317 words 
2 May 2002 

The Wall Street Journal 
A1 

English 

(Copyright (c) 2002, Dow Jones & Company, Inc.) 

Ever since its defeat in the Persian Gulf War, Iraq has been required to channel all its revenue from oil exports into a 
United Nations program that provides humanitarian aid and war reparations. In recent years, U.S. and U.N. officials 
have suspected - but could never prove — that Iraq has illegally siphoned off as much as $300 million of that 
revenue, and funneied much of it into Saddam Hussein's war chest. 


For the first time, evidence uncovered by The Wall Street Journal shows the siphoning scheme at work. Interviews 
and documents reveal how Iraq has imposed illegal surcharges on every barrel of oil it has sold, using a maze of 
intermediaries to cover its tracks. 

It is now clear that a program intended to cleanse the moral taint of buying oil from an oppressive dictator has 
acquired a taint of its own. Part of the blame lies with the U.N. itself. From the start, a divided Security Council gave 
Iraq extraordinary control over its oil sales, while leaving U.N. officials little power to police the program. At the 
same time, there are powerful incentives to keep it going. Giant U.S. oii companies, led by ChevronTexaco Corp., 
Exxon Mobii Corp., and Valero Energy Corp., have devoured nearly half of the oil exported from Iraq, which has the 
world's second-largest oil reserves, after Saudi Arabia. And both the Clinton and Bush administrations have 
encouraged participation in the program as a way to help the Iraqi people. 

"To fuiiy eliminate the payments to Saddam, you would have to stop buying Iraqi barrels," says Larry Goldstein, 
president of the oil industry-supported Petroleum Industry Research Foundation Inc. 

For the moment, that's the case; Last month, Mr. Hussein announced he was temporarily shutting off all oii exports 
to protest Israel’s occupation of Palestinian towns. Soon after, the U.S. Senate one-upped him by approving an 
amendment to a proposed energy bill that would ban U.S. imports of Iraqi oil. But Mr. Hussein can't hold out 
indefinitely, and a U.S. embargo, which the Bush Administration and the U.S. oii industry oppose, isn't expected to 
become law. When Iraqi oil flows again, so will the illegal surcharges -• unless the Security Council can agree on a 
way to stop them. So far, it has shown little willingness to do so. 


In simplest terms, the surcharges work like this: Iraq sells oil at a U.N, -approved price to dozens of middlemen, 
mostly tittle-known overseas companies. But Iraq also demands a secret, additional fee for each barrel. When the 
middlemen turn around and sell to big oil-trading companies, they pass along the illegal surcharge. The middlemen 
deposit the surcharge into Iraqi-controlled bank accounts; their legitimate payments go as required into a U.N, bank 
account for the humanitarian fund. As for the oil-trading companies, they in turn pass along the surcharge to their 
customers, the giant refining companies, though they typically don't break out the surcharge separately on their 
bills. 


Despite some recent efforts, the U.N. has failed to stamp out these surcharges. U.N. officials estimate that Iraq has 
levied illegal surcharges ranging from 20 cents to 70 cents on every barrel of oil it has sold through the oti-for-food 
program since iate 2000 -- adding up to as much as $300 million. U.N. diplomats say Mr. Hussein also smuggles 
about $1 billion worth of oii outside the oil-for-food program to Syria each year. In addition, Iraq smuggles huge 
quantities to Turkey and Jordan. All told, U.S. State Department officials believe Mr. Hussein reaps $2.5 billion a 
year in illicit oii revenue, which they say he uses to develop weapons of mass destruction and consolidate his power. 


Though the surcharge scheme doesn’t account for the largest share of Iraq's illicit revenue, it is the area where the 
U.N., the U.S. oil companies -- and ultimately, ordinary Americans filling their gas tanks - are implicated. 
"Indirectly, the U.S. oil companies feed the hidden bank accounts of the Iraqi regime," says one member of the 
Security Council's Iraq sanctions committee. 
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The director of the oil-for-food program, Benon Sevan, concedes that it has been easiiy exploited by Iraq and 
middlemen. ''They're happy making money," he says. But Mr. Sevan says he just carries out the directives of the 
Iraq sanctions committee, and has "no mandate" to change the program. The committee’s chairman and Norway's 
ambassador to the U.N., Ole Peter Kolfay, declined to comment. 


U.S. oil companies defend their Iraqi oil purchases, which last year accounted for 8,5% of crude-oil imports and 
which surged to record levels following Sept 11. They say they have no reason to investigate whether the traders 
who sell them Iraqi oil are passing along illegal surcharges -- ^nce traders routinely tack on perfectly legal 
commissions and costs of doing business sudi as shipping fees. The companies also say their contracts stipulate that 
no payments have been made directly to Iraq. In addition, the companies note that if the U.S. didn't buy Iraqi oil, 
other countries would. 

"Maybe there is a hole somewhere, but the oil has to be moved and marketed so there is humanitarian aid for the 
people of Iraq," says Wade Upton, president of supply and trading at Vaiero, which was Iraq's biggest U.S, customer 
last year. At ChevronTexaco, spokesman Chris Gidez says it is the U.N.'s responsibility to police Iraq's oil sales, "If 
the U.N. found the program was corrupt and chose to fix or cancel it, obviously the company would follow that," he 
says. 


Iraq has repeatedly denied levying illegal surcharges. But a document reviewed by the Journal is among the 
evidence that indicates otherwise. Swara Kadir, a manager at two privately held British companies, says Iraq 
recently furnished his businesses with a list of conditions for purchasing oil in 2002. According to the list, Iraq’s 
government-controlled State Oil Marketing Organization, or SOMO, required the companies to make a payment 
equivalent to 30 cents a barrel for cargo bound for the U.S. market, and 25 cents for cargo headed elsewhere. 


The document specifies that the money is to be deposited "in the name of SOMO" at the Jordan National Bank in 
Amman. Mr. Kadir says that neither of his companies, Farkha Investments Ltd. and Griffin Marketing Ltd., entered 
into a contract with SOMO. Officials at SOMO declined to respond to repeated requests for comment. 

One reason Iraq has been able to game the system is that, at least until recently, the U.N. has given Iraq surprising 
influence over the official price of its oil. After alt, Iraq remains under economic sanctions imposed by the U.N. as 
punishment for Baghdad's invasion of Kuwait; the oil-for-food program was conceived as a way to make sure the 
Iraqi people didn't starve as a result of those sanctions. 

In order for its skimming scheme to work, Iraq needs to keep the official price of its oil low, so that surcharges can 
be built in without pushing the ultimate price to refiners too high. Under U.N. rules, Iraq sets the official per-barrel 
price for its own oil, with input from a group of three U.N. oil-pricing experts known as "oil overseers," and subject 
to the approval of the Iraq sanctions committee. The committee, composed of representatives of the 15 member 
nations of the Security Council, has tended to give its approval. Iraq isn't on the Security Council, but it has exerted 
influence through its key supporters, especially Russia. 


Maurice Lorenz, a former Exxon executive who served as a U.N. oil overseer from 1996 to 1998, recalls "continually 
fighting" with his Russian counterpart Alexander Kramer over the price of Iraqi oil. Mr. Kramer, who remains an 
overseer, declined to comment, as did a spokesman for the Russian delegation to the U.N. 

As a result, even with the built-in surcharges, Iraq managed to keep the official U.N. selling price so low that Its oil 
was still considered a bargain, and much coveted by U.S. companies. The Petroleum Industry Research Foundation 
estimates that, at least until very recently, Iraqi oil was priced some 35 cents to 65 cents below competing crudes. 


Mohammed Al Dourl, Iraq's ambassador to the U.N., says his country's oil is priced to "sell more easily" in an effort 
to increase market share, not to allow for surcharges. "We want to sell more oil to finance the oil-for-food program," 
he says. He also says Iraq has no weapons of mass destruction and isn’t spending "even one penny" to develop 
them. The U.S, State Dept, has said it has proof that this is a lie. 

U.N. officials and diplomats believe the illegal payments started soon after the oil-for-food program’s official launch 
in 1996, Initially, Iraq is believed to have demanded relatively modest payments of a nickel or a dime a barrel. Iraq 
discovered it could do this more easily by not selling directly to the big refiners — as do Saudi Arabia, Kuwait and 
Iran, among others -- but instead selling to oil-trading companies, which draw less scrutiny. 

Then, in late 2000, Iraq became even bolder. First, SOMO informed all its customers that they had to pay a 50-cent- 
per-barrel surcharge to SOMO starting Dec. 1. Some oil traders were reluctant to go along with such a blatant 
violation of U.N. sanctions, so Iraq briefly turned off its oil spigot to put pressure on them, U.N. diplomats say. 

When shipments resumed, Iraq also interposed a new layer between itself and the traders: It began seiiing oil 
almost exclusiveiy to a new group of obscure and undercapitalized entities, choosing from a list of hundreds of 


http://gJobal.factiva.com/en/arch/print_resulls.asp 


05/16/2005 



389 


Print Results 


Page 3 of 4 


bidders that included a British fashion firm, a Thai rice company, an Armenian tobacco company and many Russian 
companies, U.N. diplomats suspected that the participating companies were chosen for their willingness to abide by 
Iraq's cardinal ruie: "No surcharge payment, no oil contract," as expressed in a British summary distributed by Sir 
Jeremy Greenstock, British Ambassador to the U.N., to the Security Council last year. 


U.N. oil overseers began hearing that refiners were paying 20 cents to 50 cents a barrel more than the official U.N. 
selling price for Iraqi oil. The size of the markup seem^ way out of line wiUi profits enjoyed by other middlemen. In 
September, oil overseers told the Security Council ttiat middlemen who buy oil from other countries typically make a 
profit of one cent to five cents a barrel. 


Although U.N, diplomats believed the entities that dealt with Iraq were little more than a conduit for illegal 
payments, it couldn't prove it. SOMO denied it, as did the middlemen themselves, and U.N. rules don't allow oil-for- 
food officials to see any contracts other than the official one between Iraq and the middleman, U.N. rules also don’t 
give officials power to order Iraq to stop dealing with the middlemen and resume selling solely to big refiners. "The 
basic principle is that Iraq chooses its own buyers," says Hasmik Egian, a spokeswoman for the oil-for-food program. 
"The U.N. can't stop that." 


In many ways, such deference to Iraq reflects a paradox of the oil-for-food program: Although sanctions were 
imposed upon Mr. Hussein to punish him, his cooperation is crucial to die oil-for-food program's goal of helping the 
Iraqi people. So the U.N. has been forced to make compromises. 


One of the compromises was leaving plenty of room for both Baghdad and the intermediaries to profit. For example, 
Trafigura Beheer BV, a Dutch-based oil-trading company with major operations in London, says that during the last 
few years, it has paid middlemen "premiums" - the industry's term for commissions and other legal markups — that 
"have varied between zero and 50 cents a barrel." in April, when it bought 1.96 million barrels of Iraqi oil from a 
small middleman called Ibex Energy France, Trafigura says it paid Ibex the U.N.'s official price plus a "premium” of 
40 cents a barrel -- amounting to a payment of $760,000 over the official U.N. selling price. Trafigura says it paid 
market price for the oil and doesn't know If any of the money it paid ended up in Baghdad. 

Ibex, which itself bad bought the Iraqi oil from a state-owned Russian oil company, declined to comment. The 
Russian company, Zarubezhneft, also declined to comment. 

Trafigura says it sold the cargo to a big, privately held refiner, Koch Petroleum Group IP, of Wichita, Kan., passing 
along the 40-cent surcharge and adding another five cents a barrel -• meaning that Koch's purchase price was a 
total of 45 cents a barrel over the official U.N. selling price. The U.N. price is published in trade journals and known 
to oil buyers. Koch, which recently changed its name to Flint Hills Resources LP, says it doesn’t comment on Its 
transactions and wouldn't explain why it paid a significant premium over the official U.N. selling price. The company 
says it has "worked diligently to insure that our purchases are fully In line with the oil-for-food requirements," and 
declined to elaborate. 


This reticence Is shared by other u.S, refiners. Prem Nair, an Exxon Mobil spokeswoman, says the company doesn't 
want "to go into detail" about surcharges, but says the company pays "premiums" that aren't "out of line." Exxon 
Mobil, she adds, "pays exactly what the other companies are paying." 

The U.S. and British governments have attempted to fix fundamental flaws in the oil-for-food program -- but with 
limited success. Both countries last year tried to persuade the other members of the Iraq sanctions committee - 
especially Russia, China and France -- to approve a proposal that in part would have set tough financial standards 
for all companies purchasing Iraqi oil. The objective: To eliminate the participation of many of the shadowy 
companies that are believed to pay surcharges to the Iraqis. But the Russians balked and the proposal died. One 
reason, some diplomats say, is that Russian middlemen are among the biggest beneficiaries of the oil-for-food 
program. In fact, the document provided to Mr. Kadir, the British manager, stipulates that "companies favored by 
SOMO at present are those from Russia, China, Syria and Qatar only." 


Vladimir Safronkov, an official at the Russian Mission to the U.N., says he is unaware that Russian middlemen are 
paying illegal surcharges to Iraq. He says it isn’t appropriate for the U.N. to "impose on Iraq the companies it has to 
do business with." In addition, he says it's unfair to blame Russia for problems with the oil-for-food program, since 
the u.S. has been the largest consumer of Iraqi oil. "Don't try to shift responsibility from the main buyer of Iraqi oil 
to Russia's shoulders," he says. 


In September, the U.S. and British members of the sanctions committee tried another way to discourage surcharges 
- one that didn't require consensus from the rest of the committee. It was called "retroactive pricing." Essentially, 
the U.S. and Bribsh members of the Iraq sanctions committee delayed their approval of the official Iraqi oil selling 
price -- the official price SOMO was allowed to charge — as long as passible. Previously, the sanctions committee 
would regularly sign off on prices that would apply for the next few weeks. This enabled traders to set their price to 
refiners at a level that would lock in a profit, including the surcharge. 
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But the stalling tactic forced the sanctions committee to approve prices for a period that had already eiapsed, and to 
take into account how the oil market actually performed. In general, ttiis meant traders were forced to gamble that 
the price that refiners had agreed to pay them would be higher than the official price -- and by a wide-enough 
margin to allow for Iraq's surcharge and a profit. 


But the net effect was a fall in Iraqi oi! exports, not the elimination of surcharges. Some oil traders say they suffered 
tosses under the new pricing system, and stopped buying Iraqi oH even before Mr. Hussein announced his 
moratorium. As a resuit, in the first few months of this year, when the new pricing system really took hold, Iraqi 
exports feil significantly. U.N. diplomats estimate that, because of the drop in exports, the new pricing system kept 
some $60 million in potential surcharges away from Mr. Hussein. 


However, some traders were still able to sell oil profitably under the new pricing system, and Iraq continued to 
demand surcharges on the barrels it sold to them. As a result, the goal of retroactive pricing - the total 
abandonment of illegal surcharges -- remained elusive. Oil overseers in late March reported to the sanctions 
committee that SOMO continued to exact surcharges of 30 cents to 45 cents a barrel -• almost the same markup as 
before. 


The most striking consequence of retroactive pricing was an unintended one: Depriving the humanitarian fund of 
much-needed cash. U.N. officials estimate that the drop in exports in December and January atone meant a loss in 
potential revenue to the U.N.'s humanitarian fund of about $750 million. Now, of course, as a result of Mr. Hussein's 
moratorium, the losses are even steeper: The U.N. estimates the fund was deprived of $1.3 billion last month alone. 

Since the oil-for-food program began, it has generated $52 billion in total revenue, the U.N. says. Of that, a 
significant portion has been earmarked for reparations to Kuwait and payment to the Kurds of Northern Iraq, who 
were gassed with chemical weapons in brutal attacks ordered by Mr. Hussein in 1988. Thousands of Iraqi Kurds are 
believed to have died in the attacks. 

A total of $21.4 billion of humanitarian supplies and equipment has been delivered to Iraq through the U.N. progam; 
another $10 billion is on its way, the U.N. says. However, $5.1 billion in contracts has been held up by the U.S. and 
British members of the sanctions committee, who daim these contracts have a military purpose. 

For now, no one knows for sure when Mr. Hussein will restart the pumps. Earlier this week in Baghdad, Iraq’s oil 
minister said Iraq would reconsider the Issue on May 8 -- the date the temporary moratorium is set to expire. Some 
oil experts believe Iraq may wait longer, In an effort to pressure the U.N. to back down on retroactive pricing. "This 
oii is our oil," says Mr. Al Douri, Iraq's U.N. ambassador. "If we sell, it’s at our price and our convenience." 


Foreign Sources 


The countriee 

1 from which the U.S. imported the most oil 
BARRELS PERCENT OF TOTAL 

COUNTRY 

IN MILLIONS U. 

S. OIL IMPORTS 

Saudi Arabia 

587.65 

17.6% 

Mexico 

503.34 

5.1% 

Canada 

481.80 

14.4% 

Venezuela 

467.57 

14.0% 

Nigeria 

296.75 

8.9% 

Iraq 

283.97 

8.5% 

Angola 

114.61 

3.4% 

Norway 

97.46 

2.9% 

Colombia 

89.43 

2.7% 

Kuwait: 

85.05 

2.5% 

Rest of World 
Total 

Source: U.S. 

330.69 

3,338.29 

Department of Energy 

10.0% 


2001 
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U.S. Companies Slash Imports Of Iraqi Oil 

By Colum Lynch 

Special to The Washington Post 

Tuesday, August 20, 2002; Page AOl 

UNITED NATIONS, Aug. 19 - U.S. oil companies have dramatically slashed 
imports of Iraqi oil over the past five months, contributing to a steep decline 
in Baghdad’s oil exports and cutting into President Saddam Hussein's ability to 
siphon money from the U.N. -supervised oil-for-food program, according to 
U.S. and U.N. officials. 

The retreat by U.S. oil companies from Iraq's oil market comes as the Bush 
administration is seeking to increase pressure on Hussein and weighing 
options for how to meet its goal of removing the Iraqi leader from power. 

U.S. diplomats and industry analysts said U.S. oil companies have been driven 
out of the Iraqi oil market because of Baghdad’s demands for kickbacks and 
because a set of cumbersome U.N. oil purchasing procedures make it 
impossible for oil traders to determine the price of oil before buying it. 

But they said their flight may also signal a desire to locate alternative sources 
of crude in the event of U.S. military action in the region. 

"If you think that within the next eight months this significant source of crude 
oil may suddenly be out of reach, you will want to develop alternative 
sources," said James Placke, a former U.S. diplomat and specialist on the Iraqi 
oil industry. 


A U.N. expert on Iraq’s oil industry, Michel Tellings, told a U.N. Security 
Council committee in a closed-door session today that U.S. imports of Iraqi 
crude have fallen from about 1 million barrels a day five months ago to 
between 1 00,000 and 200,000 barrels a day. The reduction amounts to as 
much as $20 million a day, U.S. and U.N. officials say. 

Iraq accounted for more than 8 percent of U.S. oil imports last year. 

Tellings said Iraq's Asian customers have also begun to search for alternative sources of oil, citing 
concerns that Iraq is becoming an increasingly unreliable long-term source of crude. 

Although Iraq has been subject to U.N. sanctions since it invaded Kuwait in 1990, the Security Council 
established the oil-for-food program in 1996 to allow Iraq to sell oil to buy food and medicine and to 
rebuild its infrastructure. Although proceeds of oil sales must be placed in U.N. escrow accounts, with 
the aim of channeling the money to the Iraqi people and not the Hussein government, a senior U.S. 
official said today that Baghdad makes more than $1.8 billion a year on illicit oil sales. 

Most of that, he added, was profits from the illegal sale of oil to Syria. The Syrian government denies 
that it is illegally importing Iraqi oil. 
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U.S. officials contend that the money is helping fuel Hussein's weapons development programs. 

U.S. oil giants, including ChevronTexaco Corp., Exxon Mobil Corp. and Valero Energy Corp., have 
been stung by charges that they may have indirectly enriched Hussein by purchasing oil from 
intermediaries that have been forced to pay kickbacks to purchase Iraqi oil. U.N. officials said Iraq has 
required that all buyers of Iraqi oil pay an illegal surcharge of 20 to 50 cents on each barrel of oil. 

U.S. officials said they have urged U.S. oil firms, which recently have consumed about half of Iraq’s 
exports under the oil-for-food program, to make sure that they are not in violation of U.N. sanctions 
against Baghdad. But they said they have not encouraged them to stop doing business with Iraq. 

"We have made it clear that all American companies and industry should observe Security Council 
resolutions,” said James B. Cunningham, the deputy U.S. representative to the United Nations. "We 
haven't gone to oil producers specifically and said don't buy Iraqi oil. We want purchases of Iraqi oil 
because we want money to go into the oil-for-food program." 

Cunningham said large U.S. and other foreign oil refiners had been pulling out of the Iraqi oil market 
because they "generally do not [want] to be involved in an oil process that has surcharges attached to it." 
Cunningham reported that U.N. officials told the council session that the decline in imports also was 
prompted by U.S.- and British-imposed oil pricing procedures that made it difficult for Iraq to exact 
kickbacks. 

Industry analysts said the procedures, known as retroactive pricing, that went into effect in September 
have cooled oil companies' interest in the Iraqi market. Under the procedures, oil companies are not told 
what price they will pay for a barrel of oil until after they lake possession. 

John Felmy, the chief economist at the American Petroleum Institute, said companies have been unable 
to predict oil prices in a market that has been plagued by dramatic fluctuations. "How can you do 
business if you don't know what the price is?" he said. "That seems to be what's driving it right now." 

U.N, officials said the decline in the Iraqi oil trade is jeopardizing the U.N.'s capacity to fund its 
humanitarian program in Iraq. "This will have serious consequences on the humanitarian situation in 
Iraq," said Hasmik Egian, a spokeswoman for the U.N. humanitarian program for Iraq. "As of a week 
ago, there were about $2.4 billion worth of contracts approved for which no funds are available." 

Gennady M. Galilov, Russia's deputy representative to the United Nations, told the council that Iraq had 
pledged to end its demand for a surcharge, estimated at 20 cents a barrel, if the council changes its 
pricing procedure. "If they go back to the original pricing scheme, then Iraq drops the surcharge and 
then we are all set," he said. 

But Cunningham rejected the proposal, saying that "the surcharge needs to be eliminated as a first step 
to dealing with this problem. Then we are willing to consider ways others have advanced to maximize 
exports." 

Staff writers Kenneth Bredemeier and Peter Slevin in iVashington contributed to this report. 

© 2002 The Washington Post Company 
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Europeans Strive to Tighten Trade Ties With Iraq 

BYLINE: By JOHN TAGLIABUE 

DATELINE: PARIS, Sept. 18 

BODY: 


One day after President Bush's demand that Iraq comply with United Nations arms control resolutions, 
three French parliamentary deputies flew to Iraq on what they described as a personal visit to urge 
Baghdad to comply with the demands. 

The visit set off a political storm in France, where much is riding on the outcome of the diplomatic 
struggle over Iraq. While a humanitarian gesture, the trip also illustrated in part how countries are 
positioning themselves for an end of trade penalties. 

One of the three legislators, Thierry Mariani, 44, of President Jacques Chirac's Union for a 
Presidential Majority, told French television that the purpose of the trip was to urge Iraqi compliance 
with the United Nations' demands. But he was also quoted in Le Monde as justifying the trip with "the 
defense of French economic interests in Iraq." 

Last year, France ranked No. 1 among European countries doing business with Iraq, with $1.5 billion 
in trade, followed by Italy, with $1 billion. Among the countries that trade with Iraq under the 
oil-for-food program, France ranked third, with $3.1 billion in trade since the program's start 1996. 
French trade under the program was surpassed only by Russia, with $4.3 billion, and Egypt, according 
to United Nations diplomats. 

The French oil giant TotalFinaElf has the largest position in Iraq, with exclusive negotiating rights to 
develop Majnoon, a field on the Iranian border with estimated reserves of 1 0 billion barrels, and Bin 
Umar, with an estimated production potential of 440,000 barrels a day, according to oil industry 
executives. 

The biggest deals after that were expa:ted to go to ENI of Italy, to develop the Nassiriyah field at a 
cost of $ 1 .9 billion. Moscow has a $3.5 billion, 23-year agreement with Baghdad to rehabilitate 
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several Iraqi fields that would vastly benefit a Russian oil consortium led by LukOil, they said. 

At the United Nations, France has sought to buffer Iraq from American ire. Baghdad’s recent pledge to 
accept United Nations inspectors won praise fix)m French diplomats, who have been insistent on a 
two-stage approach to resolutions that would delay a military threat. The preferred French outcome 
would be a resolution demanding unfettered inspections, followed by a measure backing the use of 
force, depending on Iraq's response. 

Mr. Mariani and the other two deputies, Didier Julia, 68, and Eric Diard, 37, are from the Gaullist 
wing of Mr. Chirac's party. The minister for the environment in Mr. Chirac's government, Roselyne 
Bachelot-Narquin, is the founder of a French-Iraql friendship society. 

Many experts contend out when a government is brought down by trade penalties, the bureaucracy is 
likely to be left intact. While those close to power do not survive, the trade bureaucracy consists of 
technicians, not politicians, and the calculation is that they will continue doing business with past 
trade partners. 

"A lot of countries are already positioning themselves," said Barbara Oegg, a trade expert at the 
Institute for International Economics in Washington. 

Russia has made no secret of its desire to cultivate Iraq. Baghdad owes Moscow $8 billion in debt 
incurred before the Gulf War, and has used trade under the oil-for-food program to curry Moscow's 
favor, dangling oil investment deals to be signed after penalties were lifted. 

In Britain this month, the Middle East Association, a trade group, wrote Prime Minister Tony Blair 
expressing "deep misgivings" about the damage to trade that military action in Iraq could produce, 
according to David Lloyd, a spokesman for the group. The Middle East Association is seeking to send 
1 0 to 15 British companies to the Baghdad trade fair in November, which would be the first time that 
British companies have attended the fair since 1989. 

The French legislators' trip was organized by a consulting company, the French Office for the 
Development of Industry and Culture. According to its director, Francois Girard-Hautbout, it seeks to 
promote Gaullist pro-Arab policies, including economic ties with the region. 

Under the six-year-old United Nations oil-for-food program, Iraq determines where it will shop using 
the proceeds from oil sales. 

Roland Bareilles, a founder and honorary president of the French-Iraqi Association for Economic 
Cooperation, said France had assumed the first rank among Iraq's trade partners after the start of the 
oil-for-food program, but fell back recently to Russia's benefit. "Contracts are part of their political 
strategy," he said of Iraqi officials. 

Among French companies, Peugeot sells cars in Iraq while Alcatel landed several contracts to rebuild 
the country's battered telephone system. Klaus Wustrack, an Alcatel spokesman, said Alcatel 
originally installed the telephone system in the 1980's. But he emphasized that all the contracts fell 
within the oil-for-food project. 

At Peugeot, a spokeswoman said the company delivered 500 cars to Iraq in the first half of the year 
under the oil-for-food program, about the number it delivered annually before the Gulf War. 
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Some trade transactions have set off greater disagreement. 

In March, Nabel Musawi of the London-based Iraqi National Congress told ABC News that Baghdad 
bought seven refrigerated trucks from Renault Trucks, the French company that is owned by Volvo of 
Sweden, and converted them into biological arms laboratories. Bernard Lancelot, a Renault Trucks 
spokesman, said the deal was approved under the oil-for-food program. "What the client does with the 
trucks later," he said, "we don't know." 


URL: http://www.nytimes.com 

GRAPHIC: Photo: Thierry Mariani, one of three French legislator who traveled to Iraq to urge it to 
comply with United Nations resolutions, visiting a former nuclear site south of Baghdad. The visit set 
off a political storm in France. (Reuters) 
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HEADLINE; Big spender; was the US-led coalition a careless steward of Dollars 20bn of Iraqi funds? A 
United Nations resolution demanded that Iraq’s assets be spent transparently and in the interests of its 
people. Next week an audit panel is expected to say there is reason to doubt that this was always the case, 
writes Thomas Catan 

BYLINE: By THOMAS CATAN, STEPHEN FIDLER and DEMETRI SEVASTOPULO 

BODY: 


Barely a month before the US-led Coalition Provisional Authority ended its rule over occupied Iraq, a little- 
known committee charged with approving the authority's spending met for the penultimate time in one of 
Saddam Hussein's Baghdad palaces. 

By the time the meeting of the so-called Program Review Board broke up a few hours later, some Dollars 
2bn had been approved for disbursement - part of what one US official describes as a last-minute "spending 
binge" by the provisional authority before it handed power to an Iraqi interim government. 

The money was not from US taxpayers. It came out of Iraqi funds - the proceeds of Iraqi oil sales, 
government bank accounts frozen since the 1991 Gulf War and funds left over from the UN-administered 
"oil-for-food" programme that managed Iraqi oil sales before the US invasion. 

From the same Iraqi funds the provisional authority, in the final two months of its existence, sent nearly 
Dollars l.Sbn in cash to the Kurdish regional government, over and above its regular financing to the 
region. The Kurds have refused to provide UN-mandated auditors with access to their records but have 
insisted they have not spent any of it. A spokesman for the Kurdish regional government said the payment 
was part of Dollars 4.5bn in funds it claims the UN owed the region as part of the now defunct oil-for-food 
programme. Behind the scenes, however, the Kurds have been in talks with several international banks to 
ship part of that money to Switzerland, guided by a Washington lobbying firm with close ties to the US 
Republican party. 

No one has accused any of these parties of acting improperly. But the lack of transparency is fuelling 
questions over the payment to the Kurds, as well as dozens of others totalling billions of dollars made from 
Iraqi oil revenues during the CPA's rule. 

Altogether, the CPA spent, or made commitments to spend, nearly Dollars 20bn in Iraqi money - a sum 
greater than the annua! gross domestic product of Iraq. Evidence suggests the money was spent in a chaotic 
and haphazard way and that occupation officials routinely violated CPA procedures. 

Next week a UN audit panel is set to give its verdict on how Iraq’s money was spent. The CPA's inspector 
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general is also finalising a report that is expected to be sharply critical of the stewardship of Iraqi funds. 

Auditors have found that the lack of controls left funds open to fraud, loss or theft. Hundreds of millions of 
dollars in Iraqi oil revenues may also have been squandered. The office of the CPA inspector-general is 
investigating at least 27 cases of alleged corruption by CPA officials. A person with knowledge of the 
investigations says there is evidence of fraud and abuse. 

Paul Bremer, the former administrator of Iraq, did not respond to several interview requests. But before Mr 
Bremer left Baghdad at the end of June the CPA said, in written answers, that the Iraqi funds had been 
"expended in the interests of the Iraqi people" and in a tran^arent manner - conditions set by the UN when 
it authorised the provisional uthority to spend Iraqi oil revenues. 

Those contentions are being questioned by auditors and others. "I don't think we sustained our obligations," 
said one US official. "We just threw the money over the fence." 

In its reconstruction of Iraq the CPA had two main sources of money to draw on. The first was an Dollars 
1 8.4bn allocation from the US Congress. The second was the Development Fund for Iraq (DFl), an account 
set up under UN resolution 1 483 that concentrated billions of dollars in Iraqi assets dispersed worldwide. 
Also at the Americans’ disposal were millions of dollars worth of cash, rugs, jewels and other loot seized by 
US soldiers from Baathist properties. 

By the time it was dissolved on June 28 the CPA had spent or committed virtually all the funds that had 
passed through the development fund. By contrast, the authority had spent just Dollars 366m of the US 
funds on reconstruction, and earmarked around Dollars 5bn for projects. (The total amount spent has since 
risen to about Dollars 1.2bn.) 

Part of the reason for the disparity is that the US funds were difficult to spend. Rules designed to ensure that 
money was not wasted or misused slowed the signing of contracts. CPA officials including Mr Bremer also 
complained that the Pentagon had taken control of US reconstruction funds and was reluctant to let them 
spend the money. 

By contrast, the development fund was readily available for spending and could be controlled from 
Baghdad. Those charged with meeting Iraq's massive and urgent needs felt they had no option but to start 
spending freely from the Iraqi account. 

"One of the advantages of the Iraqi accounts was that money could be delivered faster," says Wait 
Slocombe, the CPA's special adviser on security and defence until November 2003. "Bremer took the 
position under legal advice that he was in charge of the money - that he could spend it without rattling what 
he affectionately called 'the Washington squirrel cage'." 

To handle the growing number of requests for funding from the Iraqi account the CPA established the 
Program Review Board. The review board was designed to ensure that spending was transparent and in the 
interests of the Iraqi people, as stipulated by the UN resolutions. 

In the chaotic early days of the occupation, however, the review board often failed to observe its own rules. 
Meetings often failed to attract the eight voting members required to approve a project, but projects were 
often approved regardless. In other cases approval for projects was given outside formal meetings and not 
reflected in official minutes. An Iraqi representative was meant to sit in on meetings but turned up to just 
two of the 43 board meetings held in 2003. 

By the standards applied to US money, projects funded with Iraqi money received cursory examination. 
According to figures from the Open Society Institute, funded by George Soros, the financier, 73 per cent of 
all contracts worth more than Dollars 5m were not competitively bid. "In 2003, (the review board) was a 
rubber stamp," says a US official. 
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Initially the review board's members approved relatively small projects relating to the country's day-to-day 
running in the aftermath of war: getting back-up generators, restoring oil pipelines and outfitting and 
training Iraqi police. Other projects appeared less urgent: Dollars 3,500 was set aside to pay actors, 
stagehands and producers at a Baghdad Theatre Festival. 

As time went on, more and bigger projects came before the review board. Because of the delays in getting 
US money some multi-billion dollar projects were also being funded with Iraqi money. This was the case in 
a Dollars 1 .4bn project to rebuild Iraq's oil infrastnicture, granted to Halliburton, the US oil services 
company formerly headed by Dick Cheney, the US vice president, without competitive tender. The contract 
made Halliburton the largest single recipient of Iraqi funds. 

"I know I spent some money from (the development fund) on it," says retired Rear Admiral David Oliver, 
the former chief financial officer for the CPA. "It purely was the matter that we'd run out of US money." 

So many requests were made for changes to the sources of financing that, in January 2004, the review 
board's members wrote to Mr Bremer voicing their concern. The Iraqi finance minister objected that the 
UN-stipulated criteria were not being met. 

The Dollars 2bn in projects approved by the board during its meeting on May 1 5 often replicated funds 
already assigned by the US Congress. The amount of Iraqi funds to be spent on security in the run-up to the 
handover of power was increased to Dollars Ibn, even though the US Congress had already assigned 
Dollars 3.2bn for that purpose. Similarly, the board assigned Dollars 315m in Iraqi funds to the electricity 
sector when the US Congress had already assigned Dollars 5.5bn to its reconstruction. 

The minutes of the review board's final session two weeks later reflect deep unease among some members 
of the panel about the pace of spending. With Iraqi funds nearly depleted Yusaf Samiullah, the UK 
representative, urged the board to consider only proposals that were urgent or a matter of national security. 
He was overruled. However the board did overrule Mr Bremer’s proposal that Dollars 10m be set aside for a 
museum to remember Saddam Hussein’s victims. 

It was not just the review board that had stepped up its spending. In June 2004, the CPA sent nearly Dollars 
1 .8bn in development fund money to the Iraqi ministries, more than double the monthly average that year. 
The CPA said the unusually large transfer would help to cover obligations following the transfer of 
authority. Just in case, it also set aside Dollars 800m from Iraqi funds to cover contracts after CPA officials 
had gone home, everal audit panels were established shortly after the US invasion to oversee its spending of 
the Iraqi funds. Bui many billions of dollars were spent before they were up and running. 

UN resolution 1483 established the International Advisory and Monitoring Panel (IAMB), made up of 
representatives from the International Monetary Fund, the World Bank, the UN and the Arab Development 
Fund. But disagreements with the US over the panel's remit meant its chosen auditors, from accounting firm 
KPMG, did not start work in Iraq until a year later. 

The CPA, for its part, named Stuart Bowen as its inspector-general. But he did not arrive in Iraq until 
February 2004, nine months after the authority began spending Iraqi funds. 

With both sets of auditors now having managed to produce several reports, the picture that emerges is that 
inexperienced and overwhelmed CPA staff struggled to keep track of billions of dollars in spending. 

Accounting systems were improvised and inadequate, both sets of auditors have found, leaving Iraqi funds 
open to fraud and abuse. Though neither set of auditors has yet concluded that any money is missing, they 
have found many troubling anomalies that are being investigated, 

"There's a couple of cases where we were told that the CPA has the suspicion that one of their guys was 
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taking money and they're doing their own investigation," says an IAMB official. 

In the case of one Dollars 2.6m payment authorised by the CPA's senior adviser to the Ministry of Oil, 
IAMB auditors were unable to find a contract, evidence of tender procedures or evidence of any services 
rendered. In another case, a contract was entered into in spite of objections from the Iraqi representative to 
the review board. The contract was wrongly signed by a CPA senior adviser, and an advance payment of 
Dollars 3m made "without justification", the IAMB auditors said. "The contract was later cancelled and the 
adviser subsequently left the CPA," the IAMB report noted. 

With multiple investigations probing allegations of corruption in the UN's oil-for-food programme during 
the last years of Saddam's regime, the IAMB has been reluctant to discuss with the US the touchy issue of 
its spending of 

Iraqi funds. But its audit reports obliquely refer to a series of incidents that raise questions about the conduct 
of some White House appointees in Iraq. 

Many relate to the use of Iraqi funds by the health ministry - headed at the time by James Haveman, a CPA 
senior adviser appointed to the post by President George W. Bush. Mr Haveman - who was praised for 
having done a "superb job" by Donald Rumsfeld, the US defence secretary - appears, from the auditors' 
report, personally to have controlled hundreds of millions of dollars in Iraqi cash, granting contracts on his 
own authority, circumventing procurement rules and failing to keep adequate records. 

Auditors found that Mr Haveman controlled the bank account that held the ministry's cash - nearly Dollars 
5m at the time of the handover. The ministry's records wrongly recorded the asset as an expense. They also 
found that cheques were made out personally to Mr Haveman, instead of contractors. 

Records of transfers made between the development fund and health ministry were out by Dollars 610,000; 
the ministry's trial balance was out by Dollars 1 .3m. In three cases, contracts granted by the ministry were 
not publicly tendered. Millions of dollars in contracts were supported only by a letter from Mr Haveman. 

The ministry refused to explain the accounting discrepancies or provide auditors with any tender documents. 

Mr Haveman declined to be interviewed about the discrepancies detailed by the auditors. He cast doubt on 
the quality of KPMG's audit report, saying in an e-mail that "to comment would give credence to it". He 
added: "We had a clear separation between myself and the funds expended and this was done as a matter of 
policy and integrity." 

Many of those who worked with Mr Haveman expressed their admiration for his work, as well as scepticism 
that he would have sought to benefit from the large amounts of cash apparently passing through his hands. 
Auditors said it was likely that he and other CPA officials had "cut comers" and ignored regulations in an 
effort to get quick results. 

The CPA's Mr Bowen has been even more critical of the way Iraqi money was handled. Iraq had no 
functioning banking system, so making local payments meant moving convoys of cash around the country. 
Hundreds of millions of dollars in cash was kept in a vault in a Baghdad palace. However investigators 
working for the inspector-general watched in surprise as a CPA official left the open vault unattended. 

When locked, the key was placed in an unsecured backpack. The CPA did not keep a proper inventory of 
valuables seized by US soldiers from former regime officials, the inspector-genera! found, so it was unable 
to "ensure that non-cash assets would be available for the use and benefit of the Iraqi people". Mr Bowen 
also found that the CPA did not issue any standard operating procedures or develop an effective system to 
monitor or review contracts. 

Files were often missing or incomplete, hindering the CPA's ability to "demonstrate the transparency 
required of ...contracts using DFI funds", concluded Mr Bowen, a former lawyer for Mr Bush. 
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Charles Krohn, a former aide to David Nash, the retired US Navy admiral who was running the US 
reconstruction effort in Iraq, says; "When I was there, there was a general concern about the nature of the 
contracts to Halliburton and so on . . . The thought was that these were not tightly-constructed contractual 
devices and that the oversight wasn't really what it could be." 

Under its own rules the CPA was required to hire an independent auditing firm to assist in the accounting of 
the Iraqi fund. But the firm appointed, at a cost of Dollars 1 .4m, was not a certified public accountant but 
rather a consulting firm. It never carried out the job. hose charged with the difficult and dangerous task of 
overseeing Iraq’s reconstruction make no apologies for the way they spent Iraqi oil revenues. They say any 
accounting discrepancies must be seen in the context of the scale and urgency of the task they faced. 

"The whole place was at a standstill - it was dying on its feet," says Sir Jeremy Greenstock, former UK 
special representative to Iraq. "Of course, from the point (of view) of democratic, and particularly 
American, accounting procedures, there were comers cut," he says. "They were cut in the interests of getting 
the Iraqi economy jump-started again." 

With just 1,200 people working in dangerous conditions it was unrealistic to expect the CPA to uphold the 
standards of a fully-fledged civil service. Sir Jeremy says. 

Others say the inspector-general and IAMB were inappropriately applying US contracting standards to the 
Iraqi system. "I, candidly, was not interested in having an army of auditors because I thought you had to 
slide into the Iraqi system as quickly as possible in order encourage them to take responsibility," says Mr 
Oliver. 

In its written answers before its dissolution the CPA strongly denied breaching the UN resolutions 
governing how Iraqi funds could be spent. "Great care was taken to put in place management processes to 
ensure DFI funds were expended pursuant to the standards contained in (the resolutions) . . . The standards 
established by CPA will stand up to outside scmtiny," it predicted in June. 

Additional reporting by Stephen Fidler and Demetri Sevastopulo 
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HEADLINE: US ignored warning on Iraqi oil smuggling: Washington accused of taking part in a 
conspiracy that violated sanctions and enriched Saddam Hussein, reports Claudio Gatti 

BYLINE: By CLAUDIO GATTI 

BODY: 


For months, the US Congress has been investigating activities that violated the United Nations oil-for-food 
programme and helped Saddam Hussein build secret funds to acquire arms and buy influence. 

President George W. Bush has linked future US funding of the international body to a clear account of what 
went on under the multi-billion dollar programme. 

But a joint investigation by the Financial Times and 11 Sole 24 Ore, an Italian business daily, shows that a 
tanker seen at Iraq's Khor al-Amaya terminal by a UN inspector was involved in the single largest and 
boldest smuggling operation in the oil-for-food programme - and that the operation was conducted with the 
knowledge of the US government. 

"Although the financial beneficiaries were Iraqis and Jordanians, the fact remains that the US government 
participated in a major conspiracy that violated sanctions and enriched Saddam's cronies," a former UN 
official said. "That is exactly what many in the US are now accusing other countries of having done. I think 
it’s pretty ironic." 

Overall, the operation involved 14 tankers engaged by a Jordanian entity to load at least 7m barrels of oil for 
a total of no less than Dollars 150m of illegal profits. About another Dollars 50m went to Mr Hussein’s 
cronies. 

In February 2003, when US media first published reports of this smuggling effort, then attributed 
exclusively to the Iraqis, the US mission to the UN condemned it as "immoral". 

However, FT/Il Sole have evidence that US and UK missions to the UN were informed of the smuggling 
while it was happening and that they reported it to (heir respective governments, to no avail. 

Oil traders were told informally that the US let the tankers go because Amman needed oil to build up its 
strategic reserves in expectation of the Iraq war. 

Last week Paul Volcker, head of the independent commission created by the UN to investigate failures in 
the oil-for-food programme, confirmed that Washington allowed violations of the oil sanctions by Jordan in 
recognition of its national interests. 


httt)://www.nexis.com/research/.search/sHbmitViewTaeeed 


ns/1 S/200S 



402 


LEXIS®-NEXIS® View Printable Page 


Page 2 of 3 


However, only a fraction of the oil smuggled out of Iraq reached the Jordanian port of Aqaba. Most was 
sold to the Middle East Oil Refinery, in Alexandria, Egypt; to a refinery in Aden, Yemen; and to Malaysia 
and China. "This operation was not permitted under the Security Council resolutions dealing with the oil for 
food programme," said Michel Tellings, one of the two UN inspectors responsible at the time for the 
implementation of the programme. "The volume of oil was not inspected and payments were not made to 
the UN escrow account, as required by the programme." 

In January 2003, Millenium, a little-known Jordanian company, asked Odin Marine, a shipping broker 
based in Stamford, Connecticut, to find tankers to load millions of barrels of Iraqi oil. Odin declined to 
comment. 

"The shipowners were very wary," recalled another broker involved in the deal. "They received papers from 
Jordan with all kind of government stamps claiming it was legitimate, but never actually received anything 
from the UN." 

In fact, no UN papers could have been provided since Millenium was not allowed to lift oil from Iraq, and 
the port of loading, Khor al-Amaya, did not have UN authorisation to operate. 

Nevertheless, shipping companies willing to lake the cargo were found. "One of the vessels I fixed was the 
Argosea, which was owned by the Greek shipping company Tsakos," the broker said. 

At the same time, Millenium chartered a couple of supertankers, including the Empress des Mers, to hold its 
oil in the Gulf, 

According to a spokesman for the Bahamian-based company that owned the Empress des Mers, the vessel 
was to be loaded at sea from other tankers and sit in the territorial waters of the United Arab Emirates off 
Fujairah, a port at the entrance of the Gulf 

The operation was too big to go unnoticed. In the middle of February 2003, UN inspectors began receiving 
calls from companies that were lifting oil from Mina al-Bakr, the only UN-authorised port in southern Iraq. 

The companies complained that tankers had suddenly appeared a few miles away in Khor al-Amaya. Their 
activities had halved the pace of loading in Mina, which was served by the same pipeline, leading to delays 
that were causing demurrage fees. 

Furious because the Iraqis had a history of refusing to reimburse those costs, the lifters informed Mr 
Tellings who in turn notified the US and UK missions to the UN. 

Mr Tellings provided detailed information, including the names of some of the ships spotted by inspectors 
in the area. He believed the tankers would be challenged by the Multinational Interception Force (MIF), the 
force led by the US navy that had been enforcing the embargo on Iraq. 

"Three or four days later, 1 chased (the US and UK representatives) and asked them what had happened with 
my information. They told me that they had communicated it to their capitals and that they were puzzled 
themselves by the lack of action." 

US mission spokesman Richard Grenell said: "We were tireless advocates to bring to the attention of the 
committee any and all oil smuggling and illegal activity. But while the (oil-for-food) investigation is going 
on we are not going to talk about specific issues." 

Mr Tellings was not the only one who informed US authorities. Sayboit, the Dutch company hired by the 
UN to oversee oil loading operations in Iraq, reported the incident to the MIF. 
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On February 21 2003, when reports of the smuggling first appeared in the US press, Jeff Alderson, 
spokesman for the Maritime Liaison Office (MLO), the US navy office in Bahrain that co-ordinated the 
MIF activities, was quoted as saying that he had "no information" about it. 

His successor, Jeff Breslau, confirmed to II Sole/FT that "we have no record that we were warned" about the 
smuggling. But II Sole/FT has discovered that on February 17 2003, Saybolt sent an e-mail to the MLO 
about smuggling that specifically mentioned the Argosea. The same day, the MLO sent a reply to Saybolt 
acknowledging that notification. 

For months, international traders looked for ways to make the cargo legal. 

"There were plenty of letters from the Jordanian ministry claiming that the oil was legitimate," said one 
trader. "But we concluded that there was no way that it could be legally bought," 

Eventually, however, customers willing to take a chance were found. "Afier six months, we were asked to 
discharge the oil," said the spokesman for the Empress des Mers. The cargo was taken to Egypt, he added. 

Out of this operation, traders estimate, Iraqis pocketed about Dollars 50m, all off the UN books, while 
subsequent sale of the oil netted Dollars 150m in profits. 

Among Millenium’s principal shareholders, according to a company search, is KhaJed Shaheen, a Jordanian 
magnate who is president of Shaheen Investment & Business (SBIG). 

However, Millenium clearly operated with the approval of the Jordanian government. Papers exchanged 
with the shippers, and e-mails to Odin Marine describe the company as "Millenium, for the trade of raw 
materials and mineral oils for and on behalf of the Ministry of Energy and Mineral Resources". 

An e-mail sent on March 6 2003 from Odin Marine to confirm the fixing of one of the vessels mentioned 
that "the Jordanian government through the Ministry of Energy and Mineral Resources empowered 
Millenium to conduct this transaction on their behalf, as per the attached power of attorney". 

Claudio Gatti is a New York-based investigative reporter for II Sole 24 Ore, the Italian business daily 
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A Jordanian family implic-ated in oil smuggling in violation of United Nations sanctions against Iraq was 
awarded a Dollars 72m (Euros 55.5m, Pounds 38m) Pentagon contract to supply fuel to coalition forces 
after the fall of the Saddam regime. 

The contract was cancelled after just one week, once it became clear that the company, which had little 
experience in the fuel supply and transportation sector, would be unable to meet its obligations. 

The episode, in March 2004, is further evidence of the problems that arose in the allocation of contracts for 
supply and reconstruction in Iraq after the US*led invasion. 

The contract was the result of one of 1 0 tenders arranged after KBR, a Halliburton subsidiary, was accused 
by US congressmen of overcharging the US Army Corps of Engineers by up to Dollars 61m for petrol 
supplied to troops in Iraq - a charge Halliburton denies. 

The Pentagon asked the Defense Energy Supply Center (DESC), the government procurement office that 
took over fuel supply from the US Army Corps following the Halliburton controversy, to award contracts 
through "competitive procedures to the maximum extent practicable". 

In March 2004, one of the contracts was awarded to Millennium, a Jordanian holding company owned by 
Khalcd Shaheen and his brothers Riyadh and Akram. 

According to an investigation by the FT and 11 Sole 24 Ore, published last week, the Shaheen brothers were 
involved in an operation in 2003 to smuggle more than 7m barrels of oil from Iraq. 

The Pentagon contract to supply 23.8m gallons of petrol and 35.7m barrels of diesel was awarded in 2004. 

According to DESC, Shaheen Business and Investment Group (SBIG), the holding company owned by the 
Shaheen brothers, was chosen for three reasons: price, technical capacity and company reliability. Of the 15 
offers received, SBIG's was "the lowest priced, technically acceptable and responsible offeror", the DESC 
said. 

The Shaheens had interests in engineering, construction and telecommunications, ran a joint venture with 
Land Rover in Jordan and a food factory in Dubai, But - excluding the 7m barrels of oil shipped from Iraq 
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in breach of the UN embargo in 2003 - they had little expertise in fiiel transportation and supply. 

SBIG's reliability was also open to question. In 1995, Arab Bank, Jordan's biggest bank, sued SBIG in 
London over Dollars 40m in outstanding loans (the debts were rescheduled before the case went to court). In 
June 2000, a Jordanian court froze their assets following a claim by the Standard Chartered Bank of London 
that they had failed to repay bank loans of Dollars 77m. 

Asked by FT-Il Sole why the SBIG contract was rescinded so quickly, the DESC said that "a mutual 
agreement regarding termination of performance was reached between the DESC and SBIG". Then it 
provided a different explanation: "SBIG failed to meet their obligations." SBIG declined requests to 
comment. 

On April 8, the contract was taken over by Trigeant Petroleum, a company formed in 2001 by A.J. Brass, a 
Texas refinery owner, and Harry Sargeant III, from Florida, who owns Sargeant Marine. 

The DESC said that "a new solicitation (for the contract) was not issued" but that, having participated to the 
original tender, Trigeant was "the next offeror in line for award". Claudio Gatti is a New York based 
investigative reporter for II Sole 24 Ore, the leading Italian business daily 
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THE WORLD 

All Players Gained From 'Oil-for-Food' 

On the U.N. Security Council, competing national interests and 
economic stakes in Iraq chilled willingness to scrutinize the 
program. 

By Maggie Farley 
Times Staff Writer 

February 3, 2005 

UNITED NATIONS — It was the summer of 1 990, and Saddam Hussein's Republican Guard had just 
stormed into oil-rich Kuwait. The U.N. Security Council, hoping to induce Iraq to withdraw and disarm, 
responded by imposing sanctions. 

Nearly 1 5 years, two wars and a regime change later, those sanctions and the multibillion-dollar "oil-for- 
food" program that followed them still shadow the United Nations. Eight investigations are underway in 
Washington and New York into how Hussein subverted and the U.N. mismanaged a program that was 
meant to deny the Iraqi dictator funds for weapons but instead buoyed his regime. 

The 15 members of the U.N. Security Council, including the United Stales, were at best complacent and 
at times complicil in Hussein’s exploitation of the program, diplomats and U.N. ofTicials say. Competing 
national interests and economic stakes in one of the world’s biggest oil producers chilled the council's 
willingness to scrutinize the program, which allowed Iraq to sell oil in exchange for cash intended to be 
used only to buy food, medicine and other essentials. 

Systemic corruption on Hussein's part, inaction of world governments and mismanagement by the United 
Nations combined to allow one of the greatest frauds in U.N. history. 

In the seven years of the program, which look effect in 1996, Security Council members had many 
opportunities to plug the holes that allowed money to continue flowing into Hussein's coffers. But they 
often chose to look the other way, or even actively block reforms, say diplomats who were on the 
program's sanctions committee. The members made a Faustian bargain: Hussein's side deals were the 
price to pay for keeping him from rebuilding his weapons program. 

Instead, Hu.ssein used the program to amass billions of dollars and consolidate his control. Although the 
program helped feed the Iraqi population and blocked Hussein from massive re-arming, the skimmed 
windfall helped pay for the ver>' weapons it was designed to block: missile components, surveillance 
equipment and tank barrels. 
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Hussein "was playing the international community like a violin," Condoleezza Rice said last month 
during her confirmation hearings for secretary of State. "And we can't let that happen again." 

All five permanent members of the Security Council diminished the sanctions. Even the United States, 
Iraq's most implacable adversary, made a crucial compromise when the original sanctions were put in 
place. For 12 years, citing national interests, Washington exempted Turkey's and Jordan’s substantial 
illegal trade from a law that would have blocked U.S. aid to countries that violated the sanctions on Iraq. 

The U.S. and Britain also looked the other way when their citizens and businesses traded favors for oil 
and brought it into the country in ways that skirted legality, say U.N. officials who oversaw oil contracts. 

Russia was Iraq’s best customer and most powerful ally on the Security Council; it blocked several U.S. 
and British attempts to tighten controls on Iraqi imports and told Hussein's government in advance when 
and where U.N. weapons inspections would take place, a former U.N. official said. 

China was a consistent opponent of sanctions and interference with another country's sovereignty, wary 
of precedents that could be used against it. 

France fought attempts to reduce kickbacks that traders paid to Hussein's regime for the right to buy 
discounted oil, and sent charter flights to Baghdad in a brazen challenge to sanctions it had voted to 
enact. 

To prevent a recurrence and to pinpoint blame, the eight pending investigations, five of them launched by 
Congress, will try to unravel the failures of the oil-for-food program, including the possibility that U.N. 
officials accepted Iraqi bribes to tolerate illicit trade or to block efforts to tighten the sanctions. A 
preliminary report by former Federal Reserve Chairman Paul Volcker, in an investigation commissioned 
by U.N. Secretary-General Kofi Annan, is expected to be released today. 

An opinion piece in today’s Wall Street Journal previews Volcker's findings: The awarding of contracts 
to firms responsible for monitoring the program was "tainted," the U.N.'s interna) audit process was 
ineffective, and the program’s chief, Benon Sevan, helped pick oil purchasers, an "irreconcilable conflict 
of interest." 


Problems Began Early 

But to understand what went wrong with the oil-for-food program, it is necessary to understand what 
went wrong with the sanctions program that predated it. Even in the earliest days of the sanctions, 
Hussein exploited diplomatic fissures, foreshadowing his skillful upending of the oil-for-food program. 

When the U.N. first imposed sanctions on Iraq in 1990, Turkey and Jordan complained that the penalties 
would also damage their economies, which were dependent on Iraqi oil. So the United States and the rest 
of the Security Council quietly allowed Iraq to export oil to its neighbors in return for cash or bartered 
goods in "trade protocols." Often, they later discovered, those goods included military supplies. 

Every year, the State Department acknowledged the trade when it exercised a waiver necessary to give 
aid to countries that traded with Iraq in violation of sanctions. The waivers concluded that continued 
support of Jordan, which backed U.S. goals in the region, and Turkey, a North Atlantic Treaty 
Organization ally, was in America's interest. 
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"From the beginning, there was a policy decision made not to press Jordan and Turkey," former U.S. 
Deputy Ambassador Peter Burleigh said. "That w'as the price of keeping the sanctions effort in place." 

But the scope of the trade was much larger than anyone imagined, bringing Hussein's regime an 
estimated $8 billion in a dozen years, according to a September report by the CIA's Iraq Survey Group 
led by former U.N. weapons inspector Charles A. Duelfer. Other congressional estimates put it closer to 
$14 billion. 

The sanctions devastated the Iraqi people but the regime profited from illicit trade. Reports of 
malnourished children, hospitals without medicines, and food shortages were frequent. 

Under intense popular pressure, the U.N. created the oil-for-food program to cushion the effects of the 
sanctions. Under the plan, U.N. officials would be responsible for controlling oil sales, keeping the 
money and distributing the goods, to prevent the Iraqi regime from diverting funds to buy aims. 

The new program dramatically widened Iraq’s trade, but the exceptions for Turkey and Jordan quickly 
became the rule for its neighbors. Soon, Iran, Bahrain, the United Arab Emirates and Egypt all were 
receiving Iraqi oil, entirely outside the oil-for-food program. 

Most audacious of all, in November 2000, Syria reopened a pipeline from Iraq that carried 200,000 
barrels a day. Britain wanted to halt the flow with a Security Council resolution, but the U.S. preferred to 
deal with Damascus quietly and directly. In 2001, Secretary of State Colin L. Powell received several 
promises from the Syrian government and others to pul their trade under the oil-for-food program to keep 
the revenue out of the Iraqi government’s control. But Syria never came through. 

UHien the U.S. and Britain asked the council in 2001 to confront Syria over its illicit oil trade, France and 
Russia argued that Syria should not be singled out for punishment while T urkey and Jordan were merely 
winked at. 

The issue died when the U.S. wouldn’t tackle the special deals with Turkey and Jordan, said a French 
official long involved with the Security Council's oil-for-food committee. 

"Why should those countries get special consideration?" the official said. "We said we wanted to deal 
with the smuggling comprehensively. Then we went back to square one." 

Syria ended up being the main supplier of black-market military goods to Iraq. Syria was the transit point 
for Iraq-bound Czech Scud missiles, rockets and guidance systems, according to the Iraq Survey Group 
report. And Jordan alone provided about half of Iraq’s black-market oil revenue, an estimated $4.4 
billion, the report said. 


Crucial Loophole 

The oil-for-food program contained a crucial loophole that Hussein had been angling for: Iraq was 
allowed to choose its business partners. Hussein insisted that maintaining control of the country’s 
spending was a matter of sovereignty, and held out until the Security Council gave in, in May 1996. In a 
pattern that would echo throughout the next seven years, Russia, France and China backed Hussein's 
right to make decisions for his country. 

"We had to make a judgment," said Patrick F. Kennedy, the U.S. ambassador for U.N. management and 
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reform. "It was something less robust than we wanted, or nothing at all. We wanted a wall; we had to 
settle for a screen. But having any filter there at all made it more difficult and expensive for Iraq to 
cheat." 

But that program gave Iraq new means to cheat, and new evidence suggests that the built-in holes were 
not an accident. An Iraqi American businessman, Samir A. Vincent, testified in a federal court in January 
that he had received millions of dollars from the Iraqi government to lobby U.S. officials and pass money 
on to an unnamed U.N. official to shape the oil-for-food program to benefit Iraq. 

Hussein was well-versed in the parties' ultimate interests and how to play them off one another: The 
United Slates and Britain wanted, above all else, to keep Iraq from re-arming. Russia, France and China 
had significant economic interests in the country and growing concern about the sanctions’ humanitarian 
consequences. The U.N. wanted to keep relief goods flowing to Iraq's population. 

Attuned to such divisions, Hussein and his chiefs made a list of prominent politicians, religious figures, 
community leaders and journalists they believed could influence Security Council countries to support 
Iraq during negotiations. Those on the list were granted vouchers for discounted oil that they could sell to 
oil companies or middlemen for a large profit. The list included dozens of Russian and French figures, as 
well as Sevan. Except for Vincent, Hussein's lobbyist, all have denied wrongdoing. 

Although many of those listed appear to have collected their oil, according to Iraqi Oil Ministry 
documents, there is no evidence that any of them actually influenced the Security Council members' 
decisions. An examination of the patterns of the nations' support shows that they were well-established 
before Hussein began trying to bribe individuals. But some of those individuals were effective in rallying 
public opinion. 

American and British diplomats knew there was a risk that the system could be manipulated, but they 
believed that suspect contracts would be red-flagged as they went through the system. 

Yet of 36,000 contracts that ultimately passed through the countries’ missions and the Security Council 
committee, according to the Office of the Iraq Program, the committee didn't reject any because of 
questions about overpricing, the quality or the humanitarian necessity of the items, even after warnings 
on 70 cases by U.N. staff. They did put contracts worth $5 million on hold because of suspicions of 
potential weapons use. 

"The U.S. was so concerned about dual-use items and militarily relevant equipment," Burleigh said, "that 
these other issues didn't seem so important at the time." 


Sanctions Erode 

By 2000, the sanctions had begun to erode under their own weight. The U.S. and Britain continued to 
argue that the program, although flawed, was feeding the people and seemingly stopping weapons 
imports. 

In a pointed challenge to the sanctions, French humanitarian groups and politicians exploited a loophole 
to charter a flight to Iraq in September 2000, the first in nearly 10 years. Russia, Jordan and others 
followed, adding to the sense that the sanctions were about to crumble. 

"It seemed like everybody but us was out there trying to weaken the sanctions," Kennedy said. "It was 
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clearly a combination of political and economic reasons. They did not see Saddam Hussein in the same 
light we did." 

Realizing that the sanctions were under serious threat, the United States and Britain proposed a 
streamlined system of "smart sanctions" that would speed delivery of humanitarian goods while 
tightening up monitoring systems at borders and ports to stop the flow of military goods. It called for 
Syria, Turkey and Jordan to bring their illicit oil sales into the system. 

Russia threatened to veto, arguing that the council should be relaxing sanctions, not tightening them, and 
the U.S. and Britain withdrew their proposal in July 2(K)I. 

After nearly a year of wrangling, the Security Council approved a diluted resolution in May 2002 that 
loosened controls over humanitarian purchases but failed to tighten monitoring over the actual imports. 

"There was no endpoint to sanctions. We thought we should give Iraq a light at the end of the tunnel," 
said a Russian diplomat who served on the committee for years. "America wanted to make the sanctions 
indefinite: regime change or nothing. We believed that approach didn't work." 

Russia also had a financial stake to protect. It received 32% of contracts during the oil-for-food program, 
according to the Duelfer report and Russian diplomats. It also had entered into a S40-billion agreement 
for Russian exploration of several Iraqi oil fields over a 10-year period. 

Emboldened, Hussein publicly demanded surcharges on oil in 2000. The U.S. and Britain urged changes 
in the oil-pricing process. But Russia, France and the program's chief, Sevan, would not change the 
process until they had seen evidence that companies had paid the illegal surcharge. No one came 
forward. 

In 2001 , the U.S. and Britain proposed a new pricing mechanism to stop the surcharges. Russia and 
France again tried to block the move, saying it would cause oil sales to plunge and cut funds for 
humanitarian goods. 

After 1 1 months of deadlock, and more than 40 meetings, the U.S. and Britain withheld their approval of 
all oil contracts until the committee adopted the new pricing regime in October 2001 . It cut the illegal oil 
charges by $60 million, and U.S. and British diplomats said they considered the move the best example 
of their vigilance. But it also deprived the program of millions more, as wary oil traders backed out of the 
uncertain market. 

"We could have monitored better, but it wasn't that Saddam hoodwinked us, nor that France and Russia 
screwed the rest of us," said George Lopez, an Iraq analyst who helped create the "smart sanctions" 
proposal. "Every member knew that they all had domestic actors who wanted more oil business." 

In the end, national interests trumped vigilance, even for the U.S. and Britain, In one of the biggest and 
most blatant cases of oil smuggling, 14 tankers hired by a Jordanian company illegally lifted at least 7 
million barrels of oil from an Iraqi port not approved or monitored by the U.N. in February 2003, one 
month before the U.S. -led invasion of Iraq. 

Authorized oil traders at a nearby port reported the illegal lifting to a U.N. overseer after it interrupted 
the flow of oil to their ships. The overseer, Michel Tellings, passed detailed information, including the 
names of the ships, to the American and British missions at the U.N. so their joint interdiction force 
could challenge the smugglers. 
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Nothing happened. 

"Everybody in the oil industry knows that the oil went out unchallenged," Tellings told The Times. 

Oil traders were told informally that the U.S. let the tanks go because Amman needed oil to build up its 
strategic reserves before the U.S. -led invasion of Iraq, according to a joint report by the Financial Times 
and the Italian business daily I) Sole 24 Ore that was confirmed by U.N. officials. But Jordan sold most 
of the oil to Yemen, China and Malaysia. 


Poor Oversight 

At the heart of the probes now underway is to what extent the U.N. could have detected and stopped 
Iraq's exploits under either the sanctions or oi)-for-food programs, and how well member states 
monitored their companies’ adherence to sanctions. 

Recently released internal audits of the program’s administration, however, described systemic 
mismanagement and poor oversight, with inspections companies such as Lloyd’s Register, Cotecna and 
Saybolt Eastern Hemisphere billing the U.N. for millions of dollars for inspection work they didn't do — 
the audits were never shared with the sanctions committee — a fundamental example of the 
communications breakdown between the two bodies that worsened the program's failures. 

Diplomats acknowledge that their countries knew of some fraud and abuse allegations, but didn't — or 
couldn’t — act on them. The reason? The committee operated by consensus, which meant the objections 
of just one of its 15 members could stall action on an issue indefinitely. "Every country had a veto," said 
Kennedy. 

In committee meetings in late 2000, Sevan, the chief of the U.N. program, reported that his office had 
been getting complaints about excessive oil surcharges being paid into a non-U.N. account. "All Security 
Council members heard him say that," said a British official on the committee. "But the people around 
the table didn't want to hear it." 

And Sevan believed he didn't have time to pursue it. "He said, 'I have my hands full just making sure the 
people get their food. I don’t have lime to do investigations,' " said a former colleague of Sevan, who 
asked not to be named. 


'Using Each Other' 

Diplomats say there was a lack of consensus about who should be responsible for Iraqi compliance: the 
Security Council or the U.N. 

A U.N. spokesman says it was the Security Council: "Iraq’s compliance, as in all sanctions regimes, was 
the responsibility of the Security Council and member states. The Secretariat was implementing the 
program on behalf of the council." 

Not entirely so, says the Security Council’s most powerful member, the United States. 

"The secretary-general will have to be accountable for those management problems," Powell said in a 
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Jan. 12 interview with Fox News. He added, however; "The responsibility does not rest entirely on Kofi 
Annan. It also rests on the membership, and especially on the Security Council. And we are a member of 
the Security Council." 

But just as the responsibility for the oil-for-food program bounced irom the members of the Security 
Council to the U.N. and back without ever coming to rest, so may the culpability. 

"Everyone was playing their own game," said the Russian diplomat who dealt with the program. 
"Everyone was using each other. And everyone agreed to close their eyes a little." 

Slippery oil deals 

How oil-for-food evolved 

Since the U.N. imposed sanctions, there has been evidence of mismanagement of Iraq's 'oil-for-food' 
program, including the smuggling of oil to its neighbors. 

Aug. 2, 1990: Iraq invades Kuwait 

Aug. 6, 1990: Security Council imposes broad sanctions on Iraq 

Aug. 15, 1991 : Iraq rejects first oil-for-food deal offered by Security Council 

April 14, 1995: Security Council creates oil-for-food program to cushion effect of sanctions; Iraq refuses 
its terms 

May 20, 1 996: Iraq accepts program after receiving right to pick trade partners 
Oct. 1997: U.N.'s Office of the Iraq Program established, with Benon Sevan as its chief 
March 20, 2003: U.S. and British bombing of Iraq begins 

March 22, 2003; Security Council lifts sanctions, agrees to terminate oil-for-food program within six 
months 

Nov. 21, 2003: Program handed over to Coalition Provisional Authority 

If you want other stories on this topic, search the Archives a) iatrmes.com/archives. 
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BODY: 


A Jordanian oil firm sought approval from a U.S.-led international naval force to import 
millions of barrels of Iraqi crude through the Persian Gulf in violation of U.N. sanctions in 
February 2003, according to an internal company e-mail released yesterday by Sen. Carl M. 
Levin (D-Mich.). 

Whether approval was granted was unclear, but the disclosure provided the first 
documentary evidence that could support allegations that the United States allowed Jordan to 
export large quantities of oil from an unauthorized Iraqi terminal to build up its strategic oil 
reserves In the weeks leading up to the U.S.-led invasion of Iraq. It also signaled that Levin 
intends to broaden a probe by the Senate Permanent Subcommittee on Investigations, which 
has focused on U.N. 

mismanagement of the oil-for-food program in Iraq, into U.S. enforcement of sanctions. 

A spokesman for the U.S. Central Command, which oversaw the U.S. -led Maritime 
Interdiction Force's effort to prevent smuggling in the Persian Guff, referred calls to the 
Pentagon. A Pentagon spokeswoman said it was too late in the day to obtain comment. 

At a subcommittee hearing yesterday, a senior U.S. official from the U.N. mission strenuously 
defended the U.S. decision to waive sanctions against Jordan and another key U.S. ally, 
Turkey, for illegally importing oil from Saddam Hussein's government. 

"By ensuring that Jordan was not strangled by a lack of a critical resource, the Jordanian 
government was able to pursue policies of critical importance to U.S. national security in the 
region," said Patrick F. Kennedy, the U.S. representative for U.N. management and 
administration. 

The $64 billion U.N. oil-for-food program was established in December 1996 to allow Iraq, 
which was placed under economic sanctions after its 1990 invasion of Kuwait, to sell oil so it 
could buy food, medicine and other humanitarian goods. Hundreds of companies paid the 
Hussein government as much as $2 billion In Illegal kickbacks or bribes as the price of doing 
business with Iraq, according to U.S. and U.N. 
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investigators. 

Subcommittee Chairman Norm Coleman (R-Minn.) urged U.N. Secretary General Kofi Annan 
to lift the diplomatic immunity of Benon Sevan, the former director of the program, so he 
couid face criminal charges. A U.N. Investigation has found that Sevan solicited the rights to 
purchase millions of barrets of Iraqi oil at a discount on behalf of a relative of former U.N. 
secretary general Boutros Boutros-Ghali. 

"I believe that Mr, Sevan's misconduct goes well beyond a mere conflict of interest," Coleman 
said in his opening statement. Evidence gathered so far establishes "probable cause that Mr. 
Sevan's actions rose to the level of criminal liability," he said. 

The panel also released Iraqi documents Indicating that a Portuguese employee of Saybolt 
Eastern Hemisphere B.V., a Dutch company that monitored Iraq's oil exports, received more 
than $105,000 in bribes to allow a French company to load 500,000 barrels of oil outside the 
oil-for-food program. 

Saybolt's attorney, John Denson, told the panel that his company would use the documents 
in an ongoing internal investigation into the allegations. “Saybolt does not take allegations of 
bribery by company employees lightly,” he said in prepared testimony. 

The subcommittee also pressed representatives of the Swiss company Cotecna Inspection 
S.A., which approved Imports of humanitarian goods to Iraq, to describe the activities of 
Annan's son, Kojo Annan, a former Cotecna employee. The Senate panel and U.N. 
investigators are trying to establish whether Kojo Annan helped the company obtain the U.N. 
contract in 1998. He received $150,000 from Cotecna while it profited from the oii-for-food 
program. 

Cotecna chief executive Robert M. Massey told the subcommittee Kojo Annan played no role 
in the company's Iraq operations and was primarily pursuing business deals for the firm in 
Nigeria and Ghana. The subcommittee, however, released a series of documents indicating 
that Kojo Annan's business dealings went beyond West Africa. 

One document suggested he was pursuing business opportunities in the Middle East. In a 
September 1998 memo to Massey, Kojo Annan described his effort to establish the 
"machinery" In New York to develop fresh business opportunities of a "global nature." 

Coleman said that Kojo Annan told the subcommittee’s staff on Friday that he could not recall 
what the memo meant. "The memory lapse is troubling," Coleman said. 

Citing reports that the Jordanian oil tankers "were escorted by American ships," Levin asked 
Kennedy to provide a written response to three new documents outlining U.S. support for the 
illicit trade. 

The e-mail Levin released was from the Amman-based company Millennium to the 
Connecticut-based ship broker Odin Marine; it describe procedures for ships loading oil at 
Khor al-Amaya, the unauthorized terminal in Iraq. 

The vessels coming into the terminal were instructed to provide the "U.N. naval check point" 
” a reference to the U.S. -ted naval interdiction force with the name of their vessel, the 
location of the loading terminal and the quantity of oil being exported. The president of Odin 
Marine, David E. Young, or the ship’s master was then instructed to contact the U.S. 
commander, Harry French, to obtain approval for the ship's safe passage. 

"The message that should be sent," the e-mail said, is that "we are loading crude oil from the 
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terminal ... for Millennium; do you have any objections." 

Young declined to comment on the e-mail yesterday, citing a confidentiality agreement. The 
author of the e-mail, Ahed Sokhon of Millennium, could not be reached at his office or on his 
cell phone. 
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